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CHAIRPERSON'S FOREWORD

Hon. Speaker, on behalf of the Special Funds Accounts Committee and under Standing Order 199,
it is my pleasant duty and honor to present to the House the report of the Committee on audited
financial statements tor:

1) Women Enterprise Fund for the financial years 2018/2019, 2019/2020 and 2020/2021,

2) Coffee Cherry Advance Revolving Fund for the financial years 2019/2020 and
2020/2021.

3) Strategic Food Reserve Trust Fund for the financial year 2020/2021.

4) Equalization Fund for the financial year 2020/21.

3) Mational Youth Service — Mechanical and Transport Fund for the financial year
202002021,

6) National Research Fund for the financial vears 2019/2020 and 2020 /2021.

7 Youth Enterprise Development Fund for the financial years 2018/2019, 2019/2020 and
2020/2021.

8) Uwezo Fund for the financial vears 2018/2019, 2019/2020 and 2020/2021.

9) Civil Servants Housing Scheme Fund for the financial years 2020/2021 and 2021/2022.

Oversight over national revenue and expenditure is amongst the roles of the National Assembly as
stipulated under Article 95 (4} (c) of the Constitution of Kenya, 2010. Further, Article 226 of the
CoK provides that an Act of Parliament shall provide for the designation of an Accounting Officer
in every public entity at the national level who is accountable to the National Assembly for its
financial management. In addition, Article 229(8) mandates this House to debate and take
appropriate action on audit reports from the Auditor-General.

In fulfilment of these constitutional provisions, the National Assembly established various
Commitiees to examine reports of the Auditor-General to ascertain whether public funds are
utilized in a lawful, authorized. effective, efficient, economical, and transparent manner. The
Special Funds Accounts Committee, which was established in the Fifth Session of the Fleventh
Parliament following the review of the National Assembly’s Standing Orders, is one of the
Committees of the Thirteenth Parliament that examines reports of the Auditor-General,

Examination of reports of the Auditor-General for Fund and the Equalization Fund is amongst the
mandate of the Special Funds Accounts Committee as provided under Standing Order 205A, the
Mational Assembly Standing Orders.

The Committee held a total of thirty (30) meetings where it received evidence from the Accounting
(ficers:



1) Eng. Charles Mwirigi, Chiel Executive Olficer, Women Enterprise Fund

2) Mr. Timothy M. Mirugi, Managing Director New Kenya Planters Co-operative Union (ColTee
Cherry Advance Revolving Fund)

3) Mr. Kello Harsama, Principal Secretarv State Department for Crop Development and
Agricultural Research

4) Mr. Guyo Buro, Chief Executive Officer, Equalization Fund

5) Amos N. Gathecha EBS nde(K) Principal Secretary State Department for Public Service

6) Prof. Dickson Andala, Chief Executive Officer, National Research Fund

7} Josiah Mornasi, Chief Executive Officer, Youth Enterprise Development Fund

8) Mr, Peter Lenyapiani, Chief Executive Officer Uwezo Fund

9} Mr. Charles Hinga, Principal Secretary State Department for Housing and Urban Development

The oral and written submissions received formed the basis of observations. [indings and
recommendations of the Committee as outlined in this report under each of the audit queries. These
are also contamed in the Minutes and Hansard Reports of Committee proceedings.

Hen. Speaker, [ wish to express appreciation to the Honourable Members of the Committee, the
Office of the Speaker and the Clerk of the Mational Assembly. the Parliamentary Liason OfTices
of the Auditor-General and the National Treasury and the Committee Secretariat lor facilitating
the Committee in the production of this report.
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HON. FATUMA ZAINAB MOHAMMED, M.P.
CHAIRPERSON, SPECIAL FUNDS ACCOUNTS COMMITTEE
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CHAFTER ONE
PREFACE

1.1 Establishment and Mandate of Special Funds Accounts Committee

l.

The Special Funds Accounts Committee is one of the six Watchdog Committees of the

Mational Assembly established under Standing Order 205. It is mandated to examine the

reports of the Auditor General on the following: .

il Funds established by stanute or by subsidiary legislation, except Funds under Standing
Order 2058 (Decentralized Funds Accounts Committee)

i) The Egualization Fund;

i) The Equalization Fund Advisory Board:

iv) The Political Parties Fund: and

v Crther funds as may be communicated by the Honorable Speaker

1.2 Committee Membership
2. The Committee comprises the following members:

S5/N | Name Constituency Party

1 Hon. Fatuma Zainab Mohammed, MP | Migori (CWR) Independent
{Chairperson)

2 Hon. Dawood Abdul Rahim, HSC, MP (Vice | North Imenti Independent
Chairperson)

3 Hon. Faith Wairimu Gitau, MP Nyandarua (CWR) UDA

4 Hon. Charles Ngusya Nguna Mwingi West Wiper

5 Hon. Dr, Christine Ombaka Oduor, MP Siaya (CWR) ODM

[ Hon. Erastus Kivasu Nzioka, MP Mbooni Wiper

7 Hon. Eve Akinyi Obara, MP Kabondo Kasipul ODM

5 Hon. Joseph Majimbo Kalasinga, MP Kabuchai FORD-K

9 Hon. Tom Mbova Gdégﬂ, MP Myatike ODM

10| Hon. Catherine Nakhabi Omanyo, MP Busia (CWR) ODM

11 | Hon. Cecilia Asinyen Ngitit, MP Turkana (CWR) UDA

12 | Hon. Erick Kahugu Wamumbi, MP Mathira UDA

13 | Hon. Joseph Kimutai Cherorot, MP Kipkelion East UDA

14 | Hon. Joshua Odongo Oron, MP Kisumu Central QDM

15 | Hon. Paul Kibichi Biego, MP Chesumei UDA




1.3 Committee Secretariat
3. The Secretariat facilitating the Committee comprises the following stalf:

P

NAME

DESIGNATION

Mr. Leonard Machira

| Senior Clerk .-“l.ssistal\l

Ms. Comfort Achieng

| Clerk Assistant 111

Mr. Silvanus Makau

Clerk Assistant [11

Mr. Robert Ngetich

Fiscal Analyst Il

Ms. Judith Kanyoko

Legal Counsel 11

Ms. Bevaline Mosou

Research Officer I11

Mr. Geoffrey Kwatemba

Media Relations Officer 11T

Ms. Pauline Sifuna

Hansard Officer [11

f«swqmm&uy-—-@-]

Ms. Maryam Gabow

Public Communications Officer 11

Ms, Pauline Sifuma

Hansard Editor I11

Mr. Peter Mutethia

Hansard Audio Officer 111

| |
— |

Mr. Benard Omondi

| Serjeant At Arms




I.4 GENERAL OBSERVATIONS AND RECOMMENDATIONS
4. During the examination of the audited reports, the Committee made the following general

observations and recommendations which apply across the examined Funds.

a. Late submission of documents

5.

11,

The Committee observed that:

Most of the audit queries raised by the Auditor- General were as a result of the failure
by accounting officers to submit the necessary accounting documentation for
verification during the audit process as provided in Section 31 of the Public Audit Act,
2015;

The late submission of accounting documentation was because some Funds relied on
staff from other Ministries Departments and Agencies (MDAs) to file and submit
returns on expenditures- the staff are not accountable to the accounting officer of the
Fund. Uwezo Fund for instance depends on the Sub County Youth Officers for the
submission of Constituency returns. The officers cover more than one Constituency;

and leading to delay in submission of accounting documentation:

Many Funds operations are manual making them take time to prepare and submit the

financial documents.

The Committee recommends that:

10

ii.

1ii.

The Accounting Officers to put in place mechanisms to ensure that the Fund
receives accounting documentation on time in compliance with the provisions
section 68(2)(b) and (¢) Public Finance Management Act, of 2012 and regulation
100 of the Public Finance Management (National Government) Regulations, 2015:
The Accounting Officers to ensure timely submission of accounting
documentation required for audit verification during the audit as per the provisions
of Section 31(4) of the Public Audit Act, 2015; and

The Accounting Officers to initiate appropriate mechanisms to ensure automation

of the Funds processes and operations.



b. Long outstanding reccivables
The Committee observed that the recoveries of the loans issued by the Funds to youth, women,

and financial intermediaries are not up to date with some receivables remaming unrecovered for

more than one year.

The Committee recommends that:
i.  The Accounting Officer to ensure that all contracts entered into by the Fund are lawful and
are complied with in accordance with Section 68 (2) (d) of the PFM Act, 2012; and
ii.  Within three (3) months upon the adoption of this report, the Accounting Officers should
submit the status report for non-performing loans and recoveries made to the Auditor

general for audit verification.

¢. Presentation and inaccuracies in the financial statements

The Committee observed that the issue of presentation and inaccuracies in the financial
statements was noted in almost all the examined audit reports with cases of: wrong classifications
of assets and expenditures, unexplained and unreconciled variances. and Non-compliance to the
format prescribed by the public sector accounting standards board (PSASB) amongst others,
The Committee recommends that:

The accounting officer ensures that all applicable accounting and [inancial controls, systems,
standards, laws, and procedures are followed in the preparation of the financial statements in
compliance with Public Finance Management Act, 2012 and in accordance with the standards
prescribed by the Public Sector Accounting Standards Board as per Regulation 101(4) of the

Public Finance Management (National Government) Regulations, 2012.

d. Unresolved prior-year matters

The Committee observed that Prior-year audit issues remained unresolved at the end of the
financial year against the requirement of Section 68(2)(1) of the Public Finance Management Act,
2012 which requires the accounting officer o lake appropriate measures to resolve any issucs

arising from audit which may remain outstanding,.



The Committee also observed thal some accounting officers do not disclose the progress on
follow-up of the auditor's recommendations in the financial statements as required by the Public

Sector Accounting Standards Board.

The Committee recommends that:

(i) Within three (3) months upon the adoption of this report, the Accounting
Officer should take appropriate measures to resolve the outstanding prior audit
issues as required by Section 68(2)(1) of the Public Finance Management Act,
2012 and submit the necessary documentation to the Auditor-General for audit
verification;

(1) The accounting officer ensures that all applicable accounting and financial
controls, systems, standards, laws, and procedures are followed in the
preparation of the financial statements in compliance with Public Finance
Management Act, 2012 and in accordance with the standards prescribed by the
Fublic Sector Accounting Standards Board as per Regulation 101(4) of the
Public Finance Management (National Government) Regulations, 2012.

e. Weak internal control systems
The Committee observed that there were weaknesses in the internal control systems resulting in:
inadequate documentation, accounting, and reconciliation of accounting records as well as filing

of expenditure returns; deficiency in documentation, authorization, approval, and recovery of

loans.

The Committee recommends that;

The Accounting Officers ensures that all applicable accounting and financial controls, systems,
standards, laws, and procedures are followed in the preparation of the financial statements in
compliance with Public Finance Management Act, 2012 and in accordance with the standards
prescribed by the Public Sector Accounting Standards Board as per Regulation 10 1{#4) of the Public

Finance Management (National Government) Regulations, 2012,

12



f. Grounded assets
The Committee observed that:
i.  The Mechanical and Transport Fund has seven (7) motor vehicles that have been
grounded for a long time due to various mechanical reasons; and
i.  The Youth Enterprise Development Fund has eight {8) motor vehicles and one hundred

and five (105) motorcycles that have been grounded due to various mechanical reasons,
and 907 outdated hatcheries.

The Committee recommends that:

The Accounting Officers seek approval to dispose the mentioned assets in accordance with the
provisions of the Public Procurement and Assei Disposal Aci, 2013, and its regulations within
three months upon the adoption of this report.

The Accounting officers to ensure there are proper control systems to eliminate thefl, losses.
wastage and misuse of the Fund’s assets in compliance with Regulation 139 of the Public Finance

Management (National Government) Regulations, 2012,

13



CHAPTER TWO
2.0 INTRODUCTION

14

10.

2.1 Background Information
The National Assembly's roles include oversight over the national revenue and

expenditure as per Article 95(4) (¢) of the Constitution of Kenya. Article 229(8) mandates
the National Assembly to debate and take appropriate action on audit reports within three
months of receipt of the reports from the Auditor-General, Further, section 68(1) of the
Public Finance Management (PFM) Act, 2012 requires accounting officers for national
government entities, including public funds, Parliamentary Service Commission, and the
Judiciary, to be accountable to the National Assembly through the relevant Committee.
The Special Funds Accounts Committee is among the Committees of Parliament
established under Article 124 of the Constitution of Kenya, 2010, to assist the National
Assembly in undertaking its constitutional mandate geared towards enhanced
accountability in handling public funds.

The Committee draws its mandate from Standing Order 205A of the National Assembly
Standing Orders, which requires it to examine accounts of Funds established by law as

the Speaker may direct.

2.1 Guiding Principles: Constitutional and Legal Provisions on Public Finance
The principles of public finance under Article 201 of the Constitution of Kenya 2010

guided the Committee in the execution of its mandate. The principles require openness,
accountability, public participation in financial matters, prudence, and responsible use of
public funds, Further, Article 226 (5) provides that “If the holder of a public office,
including a political office, directs or approves the use of public funds contrary to law or
nsfructions, the person is liable for any loss arising from that use and shall make good

the loss, whether the person remains the holder of the office or rot""

The various legal provisions, including the PFM Act, 2012; the Public Audit Act, 2015;
the Public Procurement and Asset Disposal Act, 2015 as well as established customs,
traditions. practices and usages also guided the Committee. Section 68 (1) of the PFM
Act, 2012 provides, inter alia, that- “An gccounting officer for a national government

entify including Public Funds, Parliamentary Service Commission and the Judiciary is
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accouniable to the National Assembly. The Accounting Officer is reguired 1o ensuire thar
the resources of the respective entity for which he or she iv responsible are used in o way

that is lawful and authorized, and effective, efficient, economical and ransparent. ™

. The Commuttee relied on these constitutional and legal provisions as the basis for inviting

the accounting officers of the Funds to respond to issues raised by the Auditor-General.
During consideration of the audit reports, the Committee also relied on additional
information submitted to it on the administration and performance of the Funds to come
up with general recommendations geared towards effective management and operations

of the Funds as well as improved accountability and financial reporting.



CHAPTER THREE
3.0 CONSIDERATION OF REPORT ON THE AUDITOR GENERAL ON THE
FINANCIAL STATEMENTS FOR WOMEN ENTERPRISE FUND

3.1 WOMEN ENTERPRISE FUND

[2. Eng. Charles Mwirigi, the Chief Executive Officer, Women Enterprise Fund, appeared before
the Committee on 23" February, 2023 and 21* March 2023 to adduce evidence on the audited
financial statements for the Women Enterprise Fund for the Financial Years 20182019,
2019/2020 and 2020 /2021, The minutes of the Committee sittings and submissions tabled by
the Accounting Officer are annexed to this report. The Accounting officer was accompanied

hy:

. Mr. Raphael Kimolo - Credit Manager
2. Ms. Mariam Sadik - Legal Officer
3. Mr. Paul Wangai - Finance and Administration Manager

3.1.1 REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR WOMEN
ENTERPRISE FUND FOR THE FINANCIAL YEAR 2018/2019
Basis for Qualified Opinion
(1.) Receivables from Exchange Transactions
13, The statement of financial position as at 30 June, 2019 reflects a balance of Kshs 3,167,100, 168
in respect of receivables from exchange transactions. Examination of records revealed the
lollowing anomalies:

a) Non-performing Loans to Financial Partners

14. The balance of Kshs 3,167.100,168 in respect of receivables from exchange transactions,
included non-performing loans totaling Ksh 71.780,000 due from eight (8) financial
intermediary partners. However, Management had not made any provision for bad debts,
making the recovery of the loans doubtful.

Submission by the Accounting Officer

153. The Accounting Officer submitied that the Fund disbursed Kshs1.84 billion through Financial
[ntermediaries between 2007 and 2014. The amount was disbursed to 163,380 beneficiaries
through 110 institutions. He acknowledged that Ksh 71,330,000 was outstanding from the eight
(8) institutions as reported in the financial year 2018/2019,

16. He further submitted that the management undertook the following measures to recover the
outstanding loan:
a) The Fund instituted legal proceedings against Pamoja Women Development Program

(FPAWDEP), Social Initiative Development Entrepreneurs Program (SIDEP), Adok Timo
and African Women Foundation.

16



b) A Judgment was issued in favour of the Fund against Pamoja Women Development
Program (PAWDEP) and Social Initiative and Development Entrepreneurs Program
(SIDEP) for the outstanding loan balance plus cost and interest.

¢) The Fund was enlisting new auctioneers to auction the securities before the end of the
Financial Year 202272023,

The general loan provision of 1%, as provided in the linancial report, was m hine with the credit
policy of the Fund.

Observations and Findings of the Committee
17. The Committee observed that:
1.  The Fund had non-performing loans of Kshs 71,780,000 as at the end of the financial
year 2018/2019 due from eight (8) financial intermediary partners;
. The Fund instituted legal proceedings against the financial intermedianes and a
judgment was issued in favour of the Fund against Pamoja Women Development
Program (PAWDEP) and Social Initiative and Development Entrepreneurs Program
(SIDEP) for the outstanding loan balance plus cost and interest.
ii.  Management did not make any provision for bad and doubtful debts in the financial
statements.
iv.  The matter remained unresolved.

Recommendations of the Committee
18. The Committee recommends that:

i. The Accounting Officer implements the Judgement issued in favour of the Fund
within three months of the adoption of this Report to recover the long-outstanding
loans of Ksh 71,780,000 plus costs and interest from Pamoja Women Development
Program (PAWDEP) and Social Initiative and Development Entreprencurs Program
(SIDEP).

jii. The Accounting Officer should ensure that all contracts entered into by the Fund are
lawful and comply with Section 68 (2) (d) of the PFM Act, 2012.

iii. Within three (3) months of the adoption of this report, the Accounting Officer submits
the status report for non-performing loans and recoveries made to the Auditor -
General for audit verification.

b. Doubtful Recovery of LPO Financing and CWEs Loans
19. The receivables from exchange transactions balance of Kshs 3167100168 included Kshs
8,130,960 for loans relating to LPO financing, which were due but not paid as at 30 June 2019
While Kshs 732,649,283 due from the Constituency Women Enterprise Scheme (CWhs) had
heen outstanding for over a year. The halance of Kshs 732,649 283 included an amount ol
Kshs 50,370,500, which remained dormant during the year under review,



20. The recoverability of these loans is doubtful since they were in arrears beyond the respective
repayment periods stipulated in the loan agreements, Further, the 1% provision for bad debts
15 inadequate to cover potential defaulters.

Submissions by the Accounting Officer
21. The Accounting Officer submitted that:
Doubtful Recovery of LPO financing
a) The LPO financing product was rolled out in 2015, and the Fund disbursed Kshs
68,869,050 between 2015 and 2019. Further, one hundred and eleven (111) women
entrepreneurs benefitted and Kshs52,923,247 was repaid on time,
b} The outstanding loan balance for LPO financing as of 30" June 2019 was Kshs
14,378,565 and out of which Kshs 8,130,960 had been outstanding for more than a year.
This was due to delays in payment by procuring entities and the diversion of payments by some
clients.
¢)  The Fund employed the following strategies to recover the outstanding amount:
1. Issued demand letters to the defaulters.
ii. Listed the directors of the companies with Credit Reference Bureau (CRB),
ii. Conducted physical visits to the respective procuring entities’ offices to
confirm whether the LPOs are serviced and made follow-ups on the payment
of defaulted amounts.
iv. Instituted legal suits to recover the outstanding amounts,
v. Engaged auctioneers 1o repossess and dispose of the securities provided.
d)  Asaresult of the above measures, the clients repaid Kshs 4,339,762, Ksh 3,626,003 and
Ksh 4,017.400 in the financial years 2019/2020, 2020/2021 and 2021/2022, respectively,

Doubtful Recovery of Constituency Women Enterprise Scheme Loans (CWES Loans)
22, The Accounting Officer submitted that:

i) The CWES receivables from exchange transactions balance as at 30th June, 2019
was Ksh 2,945,722,015 and it was outstanding from the CWES loan product, which
in¢luded loans in arrears.

b} The arrears for the period under review was Kshs 732,679,283, The figure included
outstanding balances of more than one year and an amount of Kshs 50,370,500
having zero repayments.

c) The Fund reduced the zero-repayment account by Kshs 11,000,000 during the
financial vear.

d) Management applied the following strategies to recover the arrears:

a) Deployed recovery teams in low repayment areas.
b) Worked with key stakeholders, like Chiefs and Ward Administrators.
¢) Created a debt recovery unit within the credit department.

18



£) Consequently. the efforts resulted in the reduction of the zero-repayment amount
from Kshs 50,370,500 to Kshs 39 880.500 as at 30th June, 2022,

f) However, the Fund experienced the following challenges in the recovery of loans,
including:
a.  Disintegration and internal wrangles in groups after officials and a few

members share the loan proceeds without the knowledge of the entive group
Unforeseen calamities such as droughts, floods, and fires lead 1o the
rescheduling of the loans afier the loss of business.

Urban-to-rural migration, as well as insecurity, lead to the displacement of the
borrowers.

The negative public perception that the loans given are grants from the
Government hence the lack of commitment to servicing the loans

The general loan provisions of 1% was in line with the existing policy, and the
same was under review to reflect the currem market trends.

Observations and findings of the Committee
23, The Committee observed that:
i.  The Fund had an outstanding loan balance for LPO loans of Kshs 14,378,565, out of
which Kshs8,130,960 had been outstanding for more than a vear as of 30th June 2019;
i, The Fund had Constituency Women Enterprise Scheme Loans (C-WES Loans)
arrears of Kshs 732,679,283, which was outstanding for more than one year wilth
Kshs50,370,500 having zero repayments; and
iii.  The matter remained unresolved.

Recommendations of the Committee
24, The Committee Recommends that:
i.  The Accounting Officer recovers the outstanding LPO financing loans of Kshs
14,378,565 and Constituency Women Enterprise Scheme Loans of Kshs 732,679,283,
ii.  Within three (3) months upon the adoption of this report, the Aceounting Officer
submits a status report for non-performing loans and recoveries made to the Auditor
- General for audit verification.
iv.  The Accounting Officer to ensure that all contracts entered by the Fund are lawful
and comply with Section 68 (2) (d) of the PFM Act, 2012.

(2.)Unsupported Receivable Balance
25. The receivables from the exchange transaction balance of Kshs 3.167,150.168 included Piki
Piki Loan Financing of Kshs 1,049,239, which had no detailed supporting analysis of the
opening balance. The loan schedule provided showed an outstanding loan balance as at 30th
June, 2018 of Kshs 949,500, which differed from the reported balance in the certified
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statements of Kshs 1.391,604. The variance has not been explained or reconciled. Further, the
opening loans are indicated as having been issued on 30th June, 2018, and repayments were
done for thirteen (13} months in the year under review. This also has not been explained.

26. The accuracy and recoverability of the receivables from exchange transactions of Kshs
3,167,100,168 reflected in the financial statements as at 30 June, 2019 would not be verified
and confirmed.

Submission by the Accounting Officer

27, The Accounting Officer submitted that the Piki-piki loans are advanced to field officers to aid
in their work, specifically to assist in the recovery of loans. The loans are recovered through a
payroll check-off system. The loan arrears of Kshs 283,333 was attributed to staff who exited
the Fund. However, the loans were recovered from the terminal dues of the field officers.

Observations and Findings of the Committee
28. The Committee observed that:
i.  The Piki-piki loans were advanced to field officers 1o assist in the recovery of loans
and have since been recovered through payroll check-off,
ii.  The detailed supporting analysis and schedule of the opening balance of Kshs
1,391,604 has since been availed and verified by the Office of the Auditor General,
iii.  The loan schedule provided showed the outstanding loan balance as at 30th June,
2018 of Kshs 949,500, which differed from the reported balance in the certified
statements of Kshs 1,391,604 giving a variance of Kshs 442,104, which has not been
reconciled.
iv.  The variance between the supporting loan schedule and financial statements of Kshs
442,104 has not been explained or reconciled.
v.  The matter remains unresolved.

Recommendations of the Committee

29. The Committee recommends that the Accounting Officer reconciles the variance of Kshs
442,104 and submit the supporting documents to the Office of the Auditor General for
audit verification within three months upon the adoption of this report.

(3.) Accuracy of cash and cash equivalents balances
30. As disclosed in Note 17 to the financial statements, the statement of the financial position
reflects cash and cash equivalents of Kshs 1,249,736,527, which includes an amount of Kshs
151,308,747 held under Mpesa Account. However, the verification for the Mpesa balance
disclosed that an amount of Kshs 6,235,982 under the utility account balance was excluded
from the total balance.
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3l

Management did not give any explanation or reconciliation for the omission. Under the
circumstances, the accuracy of the cash and cash equivalents of Kshs 1,249 736,527 as at 30
June 2019 could not be confirmed.

Submissions by the Accounting Officer

3.

33.

The Accounting Officer submitted that the utility account 15 a holding account from which
receipts from M-pesa collections are cleared before they are moved to the MMF account of the
Fund prior to transfer to the Fund’s bank account. Further, Kshs 6,235,982 was in the M-pesa
utility/holding account, and it had not been cleared.

Consequently, it was not readily available for utilization and did not qualify to be recognized
under cash and cash equivalent. However, the same amount of money was subsequently
cleared on 1st of July 2019 and moved Lo the MMF account.

Observations and findings of the committee

34

ii.
L.

The Commitiee observed that:
The amount of Kshs 6,235,982 was in the M-pesa utility/holding account since 11 had not
been cleared. Hence, it did not qualily to be recognized under cash and cash equivalent,
The amount of money was subsequently cleared and moved 1o the MMF account.
The matter was resolved.

Recommendations of the Committee

35,

3o,
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The Committee recommends that the Accounting Officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are followed
in the preparation of the financial statements in compliance with Public Finance
Management Act, 2012 and in aceordance with the standards preseribed by the Public
Sector Accounting Standards Board as per Regulation 101{4) of the Public Finance
Management {(National Government) Regulations, 2015

(4.)Ineligible Rental Expense

As disclosed in Note 14 to the financial statement, the statement of financial performance
reflects a balance of Kshs 9,173,046 in respect of the rental expense. However, the expenditure
included Kshs 542,880 paid to National Social Security Fund (NSSF) in two equal installments
on 21* January and 18™ April 2019 for parking space. These payments were not made based
on any valid lease agreement as the agreement in place was entered into on 1* January 2017
and was valid for a period of twenty-four (24) months, thus rendering it invalid after 31
December 2018. Consequently, the validity of the rental expenses totalling Kshs 9.173.046 for
the year ended 30th June 2019 could not be confirmed.



Submissions by the Accounting Officer
37. The Accounting Officer submitted that:
I.  The Fund contracted parking slots from the NSSF in 2011. The contracts were renewed
every year until 2021, when the Fund terminated the tenancy.

.  Regarding the 2019 contract, the Fund had executed its part, although, there was a delay in
execution by the landlord. The payment was made based on a long-standing good
relationship with the landlord, and the parking slots were already in use,

. The contracts were under execution, and the failure to pay would have resulted in the slots
being allocated to other users, given the high demand for parking space,

Observations and Findings of the Committee
38. The Committee observed that;
I The Accounting Officer paid Kshs 542,880 for parking space without a valid lease
agreement in place.
i, There was a delay in the renewal of the lease agreement, but the Fund was already using
the parking space. The Lease was later formalized.
iii.  The matter is resolved.

Recommendations of the Committee

39. The Commitiee recommends that the Accounting Officer should ensure that all expenses
incurred by the Fund are lawful and authorized in compliance with Section 68 (1) and
{Z)a) of the Public Finance Management Act, 2012.

Other Matters
(5.)Unresolved Prior year matters
40. In the audit report for the previous year, several paragraphs were raised based on various
matters affecting the running of the Fund, The matters have remained unresolved and have not
been deliberated on by the Public Accounts Committee,

Submission by the Accounting Officer

41. The Accounting Officer submitted that:
i.  Management resolved some of the prior-year matters while others had not been resolved.
ii.  The pending issues included loan repayment and matters that are pending in court.

Observations and findings of the Committee
42. The Committee observed that:
i Prior-year audit issues remained unresolved at the end of the financial 2018/2019
against the requirement of Section 68(2)(1) of the Public Finance Management Act,
2012;
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ti.  The Fund did not disclose the progress on follow-up of the auditor's recommendations
in the financial statements as required bv the Public Sector Accounting Standards
Board; and

tii.  The matter remained unresolved

Recommendations of the Committee

43,

The Committee recommends that the Accounting Officer takes appropriate measures to
resolve the outstanding prior audit issues as required by Section 68(2)(I) of the Public
Finance Management Act, 2012 and Section 53(1) of the Public Audit Act, 2015 within
three (3) months upon the adoption of this report and submit the status report to the
Aunditor-General for andit verification.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

dd

{6.)Un- Procedural Procurement

. The statement of financial performance reflects an amount of Kshs 3%, 158.565 in respect of

travel, conference and accommodation. Examination ol records revealed that the Fund
procured conference services at a total cost of Kshs 3,588,780 for two-day regional review
mectings across the country, However, the procurements were awarded without signed
professional opinions from the head of procurement, outhning the basis for recommendations
for the award, as required by law.

Submissions by the Accounting Officer

45.

The Accounting Officer submitied that:

i, On each of the procurements undertaken on travel, conferences and accommodation,
quotations were sourced from at least three establishments and the same were subjected
lo analysis before issuance of LSOs,

ii. The Fund did not have a substantive officer with the capacity to issue professional
opinions when the procurements were carried out. Subsequently, an officer was hired,
and the opinions were made as per the required law,

Observations and findings of the committee
46. The Committee observed that:

i.  The Accounting Officer violated the Public Procurement and Asset Disposal Act. 2015
by awarding the tenders without a signed professional opinion from the Head ol
Procurement as required by Section 84 of the Act.

ii,  The matter remained unresolved.

Recommendations of the Committee

47.°
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[he Committee recommends that:



i,

The Accounting Officer complies with the Public Procurement and Asset Disposal
Act, 2015 Section 84 and Regulations when awarding tenders; and

The Cabinet Secretary Ministry of Public Service, Gender and Affirmative Action
should within three months upon the adoption of this Report, institute disciplinary
measures  against the Accounting Officer for violating the procurement
procedures,

(7.)Employee Costs-Compliance with the Human Resources Policies

48. The statement of financial performance reflects an amount of Kshs 207,802,643 in respect of
employee costs. This includes an expenditure of acting allowance of Kshs 1,461,580 paid to
ten (10) officers who were appointed in acting capacities during the year. The officers,
however, acted for more than six months contrary to the Public Service Commission (PSC)
Human Resource and the Women Enterprise Fund Human Resource Policy.

449,

FFurther acting allowance totalling Kshs 1,272,388 were paid to fourteen (14) ineligible staff
who were not within the allowable Job Grade 2 to 3, which is eligible for acting allowance in
line with Women Enterprise Fund Human Resource Policy.

Submission by the Accounting Officer
30. The Accounting Officer submitted that:
I

Ii.

i,

The officers were appointed in acting positions to improve efficiency in service delivery.
This was after the operationalization of eight new regional offices.

The officers were paid an acting allowance beyond six (6) months and the Fund was guided
by the merger circular, which barred the Fund from filling in the vacant positions/recruiting
staff until the merger process was concluded.

Management had no choice but to issue acting appointments for an additional period of six
months, since the positions in question directly affect the mandate and service delivery to
customers.

Observations and findings of the Committee
51. The Committee observed that;
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1.

The Accounting Officer paid acting allowances amounting to Kshs1.461,580 to ten (10)
officers who were appointed on acting capacities and acted for more than six months
contrary to the Public Service Commission (PSC) Human Resource Policies and
Procedures Manual and Women Enterprise Fund Human Resource Policy:

Allowances amounting to Kshs 1,272,388 were paid to fourteen (14) ineligible staff who
were not within the allowable Job Grade 2 to 5, which is eligible for acting allowance in
line with Women Enterprise Fund Human Resource Policy.

The matter remained unresolved.



Recommendations of the Committee
52, The Committee recommends that:

53. As

The Accounting Officer recovers the amount paid to the relevant officers in
contravention of the human resource policy within three months upon the adoption
of this report; and

The Accounting Officer complies with the Public Service Commission (PSC) Human
Resource Policies & Procedures Manual and Women Enterprise Fund Human
Resource Policy when dealing with human resource issues.

(8.)Compliance with the Income Tax Regulations
disclosed under note 10 to the financial statement, the Fund incwred communication.

electricity, water and other supplies and services, amounting to Kshs 18.776. 868.The
expenditure included stafl airtime allowances amounting to Kshs 6,224,923, comprising of
monies paid to staff monthly during the year. This amount was, however, not subjected to tax
in line with the Income Tax Act, and no explanation has been provided for the non-compliance.
Consequently, management 15 in breach of the law.

Submissions by the Accounting Officer
34. The Accounting Officer submitied that:

11.

The credit administration process required officers to conduct callbacks to applicants For
loans, These strengths the *know vour customer principle and 15 undentaken before the
loans are disbursed. Consequently, the Fund reimburses staff for telephone costs monthly,
The cost management strategy was a departure from the requirement of having fixed lines

where calls would be made and the same was well captured in the staff"s appointment
letters.

Observations and findings of the Committee.
55. The Committee observed that:

i

1.

Management paid airtime allowances totaling to Kshs 6,224,923 to staff without tax
deductions as provided in the Income Tax Act.
The matter remained unresolved.

Recommendations of the Committee
56. The Committee recommended that:
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The Accounting Officer recovers the applicable tax due from airtime allowances
paid to staff of Kshs 6,224,923 and remits the recovered amount to KRA in

compliance with the Income Tax Act within three months upon the adoption of
this report; and



ii.  The Accounting Officer ensures compliance with all the tax laws in execution of
the Fund’s mandate.

REPORT OF EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

(%) Lack of Functional Board of Directors

57. The term for the last Board of Directors expired on 28 April 2018.Consequently, the Fund
operated throughout the year without a functional Board. This meant that the stewardship of
the Fund lacked strategic guidance while some of the decisions made by management lacked
approval. This could lead to a lack of checks and balances, which is eritical for proper corporate
governance.

Submission by the Accounting Officer
58. The Accounting Officer submitted that:

i. The Advisory Board approved policy documents to guide the operations of the Fund before
the expiry of its term, including the budget, work plan and procurement plan for execution
by management.

ii.  There were no new policies that were approved/affected during the year. Management
worked closely in consultation with the Principal Secretary on matters requiring strategic
guidance.

lii.  Subsequently, a new Board was inaugurated in September 2019,

Observations and findings of the Committee
34. The committee observed that:
I.  The Fund operated throughout the year without a board of directors after the expiry of
the term of the previous board.
ii.  The Fund lacked strategic guidance while some of the decisions made by management
lacked approval.
ii.  The appointing authority was in breach of the law.
iv.  The matter remained unresolved.

Recommendations of the Committee
60. The Commiitee recommends that;

i.  The Accounting Officer should always ensure that s/he notifies the appointing
authority to commence the appointment of a new board of directors and chair at least
six (6) Months before the expiry of the term of the existing board.

ii.  The appointing authority should appoint a new board of directors immediately after
the expiry of the term of the existing board for strategic and oversight reasons,
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312 REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR WOMEN
ENTERPRISE FUND FOR THE FINANCIAL YEAR 201972020

(1.) Receivables from Exchange Transactions
61. As disclosed in Note 18 to the financial statements, the statement of financial position reflects
a balance of Kshs 3,374 822 384 in respect of receivables from exchange transactions.
Examination of records relating to the expenditure revealed the following anomalies.

a. Doubtful Receivables = LPO Loans / Financing
62, Included in the balance of Kshs 3,374.822,384 are loans relating to LPO financing ol Kshs
15,157,390 that were due but not paid as at 30 June, 2020. Out of the latter balance, an amount
of Kshs 8,072,303 has been outstanding for more than one (1) year, contrary to the loan policy

of the Fund.

63, The recoverability of these loans is doubtful since they were in arrears beyond their respective
repayment periods as stipulated 1n the loan agreements,

Submission by the Accounting Officer
64. The Accounting Officer submitted that:

a) Since the rollout of the LPO Financing product in 2015, the Fund had disbursed a total of
Kshs 90,176,050, Out of the said amounts, Kshs 76,621,550 was repaid promptly, The
balance remained outstanding largely due to payment delays by the procunng entities
(MDAs & amp: County Governments). The defaulters were also listed with the Credit
Reference Bureau (CRB).

b) The Fund engaged auctioneers to repossess the pledged securities and instituted lepal smts
to recover the outstanding amounts. As a result of the above measures, the clients paid a
total of Ksh 3,626,003 and Ksh 4,017.400 in the Financial Years 2020/21 and 2021/22,
respectively.

Observations and findings of the Committee
63, The Committee observed that:

L. The fund had disbursed Kshs 90,176,050 benefiting 134 women entrepreneurs since
2015, when the LPO financing was rolled out;

1. The LPO loan balance of Kshs 13,554,500} was in arrears in the financial year
201972020;

iii. Management experienced challenges of late repayment which lagged down
reconciliations; and

v, The matter for LPO loan arrears of Kshs 13,554,300 remained unresolved.
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Recommendations of the Committee
66. The Commiltee recommends that:

The Fund uses Guarantors instead of security as one of the Conditions to advance
the Loans to Women Enterprises

Within three (3) months upon the adoption of this report, the Accounting Officer
submits a status report for LPO loan recoveries and long outstanding loan
balances to the Auditor general for audit verification.

b. Doubtful Receivables — Constituency Women Enterprise Scheme Loans

67, Included in the balance of Kshs 3,374,822,384 15 Kshs 785,844,387 due from Constituency
Women Enterprise Scheme, which had been outstanding for more than one (1) year. Out of the
latter balance of Kshs 785,844,387, no repayments were made in respect of receivables of Kshs

47,530,500 during the year under review. Although the Fund made a general provision for
doubtful debts of 1% in line with its credit policy and guidelines, its adequacy cannot be

confirmed.

sSubmissions by the Aceounting Officer
68. The Accounting Officer submitted that:

I,

iii.

The Constituency Women Enterprise Scheme (CWES) product targeted women in
registered self-help groups, the majority of whom are vulnerable and unbanked. The
bigger percentage were in the rural areas/informal settlements, and therefore the loans
are unsecured;

The Fund disbursed a total of Kshs 17,974,374,530 as at 30th June, 2020 to 1,653,022
beneficiaries under this product since inception. From this cumulative disbursement, a
total of Kshs 785,844,387 had been outstanding for more than one year, with Kshs
47,530,500 having zero repayments;

The Fund deployed recovery teams in low repayment areas and worked with Chiefs,
Ward Administrators, and elected leaders in the respective constituencies to recover
the arrears; and

A debt recovery unit was also created within the credit department. These
efforts resulted in the reduction of the zero-repayment amount from Kshs 50,370,500
o Kshs 39.880.500 as at June, 2022,

649, The zero repayment accounts with Kshs 39,880,500 outstanding for more than one year were
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because of the following reasons:

(a) Disintegration and internal wrangles in groups after officials and a few dishonest members

shared the loan proceeds without the knowledge of the entire group.

(b} Unforeseen calamities ¢.g., Droughts, floods, and fires hence prompting the Fund to

reschedule the loans after the loss of business.

(¢} Urban to Rural migration as well as insecurity leading to the displacement of the borrower.



{d) The misleading public perception that the loans given were grants from the Government
hence the lack of commitment to servicing the lacilites.
(e} The Covid-19 global pandemic triggered a financial crisis for the borrowers.

70. The provision for bad and doubtful debts was based on section 4 (h) of the accounting policy
of the Fund, which provides for a general provision of 1% of the loan balance at the end of a
financial year. The policy was under review in the financial year 2022/2023 to reflect the
current market trends.

Observations and findings of the Committee
71. The Committee observed that;
i.  The Fund had an outstanding balance of Kshs 15,157,590 for L.LPO loans and out of
which Kshs 8,072,303 had been outstanding for more than a year as at 30th June 2020
ii.  The Fund had Constituency Women Enterprise Scheme Loans (C-WES Loans) arrears
of Kshs 785,844 387 which was outstanding for more than one vear and with Kshs
47,530,500 having zero repayments: and
il The matter remained unresolved.

Recommendations of the Committee
72, The Commitiee recommended that:

i. The Accounting Officer of the Fund recovers outstanding LPO financing loans
of Kshs 15,157590 and Constituency Women Enterprise Scheme Loans of Kshs
785,844,387,

ii.  Within three (3) months upon the adoption of this report, the Accounting Officer
should submit the status report for non-performing loans and recoveries made
to the Auditor-General for audit verification; and

iii. The Accounting Officer ensures that all contracts entered into by the Fund arc
lawful and are complied with.

¢} Non-Performing Loans to Financial Intermediaries/ Partners

73. The receivables from exchange transactions balance include amounts due from eight (8)
financial intermediary partners with non-performing loans totaling to Kshs 71,330,000
(Financial year 2018/2019-Kshs 71,062,200). There are ongoing courl cases between the
Fund and the Intermediaries and with indications that the loans may not be recoverable in
full, Further, there were no collaterals to support an advance of Kshs 60,000,000 to two (2)
financial intermediaries which did not make any repayments during the year.

74. No specific provisions by way of bad debt adjustments were made in the financial
statements to recognize the impairment,
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Submission by the Accounting Officer
75. The Accounting Officer submitted that:

L

a)

b)

The Fund disbursed a total of Kshi.84 billion through 110 financial intermediaries
between the years 2007 and 2014. The funds benefited a total of 163,380 entrepreneurs,
Out of the total disbursements, of Kshs 71,330,000 remained outstanding from the
mstitutions;

The Fund took the following actions against the defaulting intermediaries:

Institwted  legal proceedings against Pamoja Women Development Program
(FPAWDEP), Social Initiative and Development Entrepreneurs Program (SIDEP), Adok
Timo and African Women Foundation. Judgement was issued in favour of the Fund
against Pamoja Women Development Program (PAWDEP) and Social Initiative and
Development Entrepreneurs Program (SIDEP) for outstanding loan balance plus cost
and interest.

Enlisted auctioneers to auction off the properties of the defaulting intermediaries. The
auctions are scheduled for 2022/2023 Financial Year,

Observations and findings of the Committee
76. The Committee observed that:

iii.

V.

The Fund had non-performing loans of Kshs 71,330,000 due from eight (8) financial
intermediary partners at the end of the financial year 2019/2020.

The Fund instituted legal proceedings against the financial intermediaries (PAWDEP
and SIDEP) and a judgment was issued in favour of the Fund to recover the outstanding
loan balance plus cost and interest.

There were no collaterals to support an advance of Kshs 60,000,000 to two (2) financial
intermediaries which did not make any repayments during the year.

The Fund is in the process of enlisting new auctioneers to auction the securities before
the end of the financial year 2022/2023; and

The matter remained unresolved.

Recommendations of the Committee
77. The Commitiee recommends that:
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The Accounting Officer enforces the Judgment issued in favour of the Fund within
three months after the adoption of this report to recover the long-outstanding loans
of Ksh 71,330,000 from the eight (8) financial intermediary partners.

Within three (3) months upon the adoption of this report, the Accounting Officer
submits a status report for non-performing loans and recoveries made to the
Auditor - General for audit verification,

The Accounting Officer should ensure that all contracts entered into by the Fund
are lawful and are complied with.



d) Piki Piki Loan Financing

78. Included in the receivables from exchange transactions balance of Kshs 3,374.822.384 is Piki
loan amount of Kshs 1,297,916, for loans advanced to field officers. The amount includes
outstanding loans Ei]li-.l]illg Kshs 150,000 from two (2) staff members [or whom no recoverics
have been affected over the last one (1) year.

Submissions by the Accounting Officer

79. The

1.

Accounting Officer submitted that:

The Piki-Piki loans were advanced to field officers to assist in the recovery of loans and
management undertook to recover the loans through the payroll check-off system. The
loan balance in arrears was attributed 1o staff who exited the Fund.

Management recovered Kshs 28,792.94 of the amounts owing from the terminal dues
of the relevant staff and withheld logbooks for the motoreycles as collateral for the loans.

The list of field officers with outstanding loan balances at the end of the financial year
2019/2020 has been provided

Observations and findings of Committee

B0. The

1.

11,

v,

Committee observed that:
The Fund has outstanding Piki Piki loans totaling Kshs 1530000 whose recoverics
have not been effected for over one (1) vear;
The loans were advanced to two (2) staff members who have since exited the Fund.

Receivables balance of Kshs 3,374,822 384 were from exchange transactions (Loan
arrears).

The matter remained unresolved.

Recommendations of the Commitice
81. The Committee recommends that:

The Accounting Officer should recover the outstanding Piki Piki loans totaling
Kshs 150,000 from staff who exited from the Fund.

Within three (3) months upon the adoption of this report, the Accounting Officer
should submit the status report for non-performing loans and recoveries made to
the Auditor- General for audit verification.

The Accounting Officer  ensures that all contracts entered into by the Fund are
lawful and are complied with.

¢) Imprests and Advances

#2. Further, included in the receivables from exchange transactions account balance are
Imprests and advances of Kshs 1,697,024, This amount includes salary advances of Kshs
184,584 owed by staff who have exited the service. The recoverability of the balance is,
therefore, doubtful. In view of the foregoing, the accuracy and faimess of the statement of
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receivables from exchange transactions balance of Kshs 3,374,822.384 as at June 2020
could not be confirmed.

Submission by the Accounting Officer
83. The Accounting officer submitted that:

i The audit observation was correct, and the amounts owed to the Fund by staff arose
due to staff who were issued with salary advances but exited the service by way of
interdiction, termination, or resignation.

il. The said amount of Ksh 184,584 was computed and recovered from the staff's
terminal dues,

Observations and findings of the Committee
84. The Committee observed that:
I, Outstanding salary advances of Kshs 184,584 were for staff who exited the service.
ti. The salary advances owed were recovered from the terminal dues of staff who left the
Fund.
iii. The Accounting Officer adequately addressed the issue.
iv. The matter was resolved.

Recommendation of the Committee
85. The Committee recommends that the Accounting Officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are
followed in the preparation of the financial statements in compliance with Public
Finance Management Act, 2012 and in accordance with the standards prescribed by
the Public Sector Accounting Standards Board as per Regulation 101(4) of the Public
Finance Management (National Government) Regulations, 2015,

2. Accuracy of Financial Statements
a) Unreconciled Training Expense Ledger
86. The statement of financial performance reflects the expenditure of Kshs 108,460,546 under
general expenses. Included in the amount are training expenses totaling Kshs 32,308,404,
which was at variance with the supporting schedule figure of Kshs 32,979,908,
Consequently, there was an unexplained and unreconciled difference of Kshs 671,504,

Submission by the Accounting Officer
87. The Accounting Officer submitted that the error in the ledger was corrected and reconciled,
The revised ledger agreed with the accounts.

Observations and findings of the Committee

88. The Committee observed that:
i The Accounting Officer satisfactorily addressed the issue; and
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ii. The matter was resolved.

Recommendations of the Committee
89. The Committee recommends that the Accounting Officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are
followed in the preparation of the financial statements in compliance with Public
Finance Management Act, 2012 and in accordance with the standards preseribed by
the Public Sector Accounting Standards Board as per Regulation 101{4) of the Public
Finance Management (National Government) Regulations, 2015,

b. Unsupported CWES Loans Adjustment
90. Note 18 to the financial statements discloses loans due from Constituency Women Enterprise
Scheme amounting to Kshs 3,060,508 499, However, the ledger presented in support of the
amount includes an adjustment of Kshs 11,388,465, which was not explained. Consequently.
the accuracy of the financial statements could not be confirmed.

Submission by the Accounting Officer
91. The Accounting Officer submitted that:
1. During the audit, it became necessary to revise the CWES balances in line with the
audited figure of Kshs 3.060,508,499 net of provision for bad debus.
1. The schedule/ledger provided reflected the corrected balance

Observations and findings of the Committee
92. The Committee observed that:
i.  The Accounting Officer satisfactorily addressed the issue; and
1. The matter was resolved.

Recommendations of the Committee
93. The Committee recommends that the Accounting Officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are
followed in the preparation of the financial statements in compliance with Public
Finance Management Act, 2012 and in accordance with the standards preseribed by
the Public Sector Accounting Standards Board as per Regulation 101(4) of the Public
Finance Management (National Government) Regulations, 2015.

Other Matters
3. Unresolved Prior Year Matters
94. Various prior-year audit issues remained unresolved as at 30" June 2020. Management has
not provided reasons for the delay in resolving the prior year's audit 1ssues. Further, the
unresolved prior year issues are not disclosed under the progress on follow-up of the auditor's
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recommendations section of the financial statements as required by the Public Sector
Accounting Standards Board,

Submission by the Accounting Officer

935, The
I;

ii.

Accounting Officer submitted that;

Management had resolved some of the prior year matters while others had not been
resolved.

Matters mainly pending were issues to do with the Loan Repayment and matters that are
pending in court,

Observations and findings of the Committee

6. The

L.

Committee observed that:
Prior-year audit issues remained unresolved as at 30 June 2020 against the
requirement of Section 68(2)(1) of the Public Finance Management Act, 2012:

ii. The Fund did not disclose the progress on follow-up of the auditor's

recommendations in the financial statements as required by the Public Sector
Accounting Standards Board.

Recommendations of the Committee
97, The Commitiee recommends that:

ii.

The Accounting Officer takes appropriate measures to resolve the outstanding
prior audit issues as required by Section 63(2)(I) of the Public Finance
Management Act, 2012 and Section 53(1) of the Public Audit Act, 2015 within
three (3) months upon the adoption of this report and submit the status report to
the Auditor-General for audit verification; and

The Accounting Officer ensures compliance with Public Sector Accounting
Standards when preparing financial statements as required by the Public Sector
Accounting Standards Board.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES
Basis for Conclusion
4. Imprest Management and Control
98. During the year under review, the Fund did not maintain a complete imprest management
record to aid in the issuance and control of the imprests. This resulted in the issuance of
multiple imprests totalling Kshs 1,142,285 to staff before clearing the previous ones and un-
surrendered imprests amounting to Kshs 470,637 as at 30 June, 2020, Consequently, it was
not possible to confirm whether the imprests issued were managed lawfully and in an
effective manner.



Submission by the Accounting Officer
99. The Accounting Officer submitted that:
i.  The Fund strictly adhered to the imprest regulations and did not allow officers to hold
multiple imprests. Management had put in place sufficient controls to ensure compliance
ii.  All overdue imprests were recovered through the payroll system as a matter of priority.
Further, all unsurrendered imprests as at 30 June, 2020 amounting to Kshs 470,637 were
fully accounted for and the relevant surrender documents were available for review.

Observations and findings of the of the commitiee
100, The commitiee observed that;
i, Staff were issued with multiple imprests before surrendering the existing one in
contravention of the provisions of the PFM {National government) Regualrions,2015;
ii. Unsurrendered imprest amounting to Kshs 470,637 as at 30 June, 2020 was [ully

recovered;
iifi.  The Accounting Officer satisfactorily addressed the 1ssue:
1v.  The matter was resolved.

Recommendations of the Committee
101. The Committee recommended that the Accounting Officer should ensure that section
71(2) of the PFM Act, 2012, and Regulation 93 (5) and (6) of the Public Finance
Management (National Government) Regulations, 2015 are always complied with when
issuing imprest to staff,

5. Staff Appointments Not Meeting the Requisite Criteria

102. The Fund placed an advertisement on the Government website on 12" November, 2019, to
fill eight (8) vacant positions of Assistant Credit Managers. The minimum requirements for
an appointment to this position, amongst others, were membership to a relevant professional
body and good standing status. However, a review of employment records and
documentation revealed that three (3) of the eight (8) staff appointed did not meet the
required criteria or qualifications for being members of a relevant prolessional body at the
time of application.

103, No justification was rendered for this inconsistency. Under the circumstances, the legality

of the appointment of three (3) officers not meeting the requisite criteria could not be
confirmed.

Submissions by the Accounting Officer
104. The Accounting Officer submitted that:
1.  The Fund shortlisted 19 candidates for the position of Assistant Credit Managers and
out of which only six were members of a professional body;
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ii.

1.

Vi,

The three officers under question were among nineteen shortlisted candidates who were
not members of a professional body but stood out in terms of relevant experience and
qualifications. The shortlist report was tabled before the board and approved;
Sixty-three (63) of the longlisted candidates had Professional membership, out of
which only forty-one (41) of the candidates had the required Bachelor’s and Master’s
degree qualifications. Therefore, sixteen (16) were shortlisted from the list of forty-one
(41) candidates;

Further, out of the total nineteen (19) shortlisted candidates, only three (3) didn’t
possess the Professional membership but were considered due to gender, regional
balance and since they possessed the all-other requisite qualifications:

Five out of the eight officers who were finally recruited were members of a professional
body; and

Other considerations that were made during the recruitment process included gender
and regional balance and the candidates met all other qualifications. Therefore, the
recruitment process was proper and went beyond the criteria set to accommodate all
applicants equally and fairly.

Observations and findings of the Committee

105,

L.

.
11,

I'he Committee observed that:
The Fund employed three (3) staff who did not meet the required criteria or
qualifications,
The Accounting officer breached the law to accommodate the three {3) employees.
The matter remained unresolved.

Recommendations of the Committee

106.
i

ii.

L

The Committee recommends that:

The Accounting Officer should always ensure that the Public Service Commission
Human Resource Policies and Procedures and the Fund’s Human resource policies
are complied with when recruiting new employees,

The Accounting Officer submits a report to the National Assembly on the efforts
made by the affected staff to acquire membership of the professional body within
three months upon the adoption of this report.



3.1.3 REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR WOMEN

ENTERPRISE FUND FOR THE FINANCIAL YEAR 2020/2021

Basis for Qualified Opinion

(1) Doubtful Receivables from Exchange Transactions
107. As disclosed in Note 18 to the financial statements, the receivables from exchange

transactions balance of Kshs 3,633,751,652 includes loans relating to LPO financing of Ksh.
14,967 403 that were due but not paid as at 30 June, 2021. Included in the unpaid figure is an
amount of Kshs 12,257,403 that has been outstanding for more than one (1) year contrary to
the loans policy of the Fund. The recoverability of these loans is doubtful since they have been
in arrears beyond their respective repayment periods as stipulated in the loan agreements.

108. Further, the receivables from exchange transactions balance of Kshs 3,633,751.652
includes an amount due from Constituency Women Enterprise Schemes of Kshs
3,264,504,009 which has been outstanding for more than one (1) year. Although the Fund
made a general provision for doubtful debts of 1% in line with its eredit pelicy and guidelines.
its adequacy cannot be confirmed.

109. Further, the receivables from exchange transactions balance includes piki piki loan amount
of Kshs 1,106,920 which represents loan advanced 1o field officers. The amount includes
non-performing loans totalling Kshs 283,333 from members who have failed to repay the
loans over several years.

110, In addition, the receivables from exchange transactions include imprests and advances of
Kshs 3,693,920, The amount includes salary advances of Kshs 184,581 owed by former staff
who have exited the service. The recoverability of the balance is therefore doubtful. In view
of the foregoing, the accuracy and fair statement of receivables [rom exchange transactions
balance of Kshs 3,633.751,652 as at 30 June. 2021 could not be confirmed

Submissions by the Accounting Officer
b. Doubtful receivables from exchange transactions (LPO loan financing)
111, The Accounting Officer submitted that:

i, The outstanding loan balance for the LP’O loan product as at 30th June, 2022 was Kshs
15,704,964 and out of which Kshs 6,619,500 was outstanding beyond one (1) year. This
was attributed to the delay in payment by procuring entities and diversion of payments by
some clients;

ii. The Fund listed the directors of respective companies with CRB and initiated loan
recovery/legal proceedings with some of the defaulters; and

iii.  As a result of the above measures taken, the clients responded and paid a total of Kshs
4,017,400 in the financial year 2021/2022.
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Observations and findings of the Committee
112, The Commitiee observed that;

i,

The LPO financing loans of Kshs 14,967,403 were due but not paid as at 30 June, 2021.
The unpaid loans included an amount of Kshs 12,257,403 which was outstanding for more
than one (1) year contrary to the loans policy of the Fund;

The outstanding amounts was partly due to non-payment of pending bills by both county
and National Government; and

The matter remained unresolved.

Recommendations of the Committee
113, The Committes recommended that:

L

The Accounting Officer should come up with strategies to recover the long-overdue
loans within three months of the adoption of this report.

Within three (3) months of the adoption of this report, the Accounting Officer should
submit the status report for non-performing loans and recoveries made to the
Auditor General for audit verification.

b. Doubtful receivables from exchange transactions (Constituency Women Enterprise

Scheme (CWES))

114. The Accounting Officer submitted that:

ii.

iii.,

The Fund reduced the Zeto repayment amount to Kshs 40,680,500 as of 31st January 2023
The Fund collaborated closely with key stakeholders, like the chiefs, ward administrators,
and elected leaders in the respective constituencies to recover the outstanding loans.
During the Financial Year 2020/2021, a total of Kshs 3,023,302,140 was received as loan
payments against loan disbursement of Kshs 3,010,700,000. Management put mechanisms
in place 1o ensure loans disbursed are repaid as scheduled through reminders via bulk
SMSs, besides rigorous loan recovery activities in the field.

The general loan provisions of 1% as provided in the financial reports is in line with the
Fund’s credit policy.

Observations and findings of the Committee
115. The Committee observed that;

1.

Loans amounting to Kshs 3,264,504,009 from Constituency Women Enterprise Schemes
were outstanding for more than one (1) yvear; and
The matter remained unresolved.

Recommendations of the Committee
116. The Committee recommends that;
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ii. ~ Within three (3) months of the adoption of this report, the Accounting Officer
submits the status report for non-performing loans and recoveries made to the
Auditor General for audit verification,

¢. Doubtful receivables from exchange transactions (Piki Piki Loan Financing)
Submissions by the Accounting Officer
117. The Accounting Officer submitted that;
1. The outstanding balance in arrears of Ksh 283,333 was attributable to staff who exited the
Fund.
1. The Fund recovered the amount owing through their terminal dues.

Observations and findings of the committee
118. The Commitiee observed that:
1. The Fund has non-performing Piki Piki loans totaling Kshs 283,333 whose recoveries

have not been effected for several vears;

i1,  The loans had been advanced to stalf members who exited the service;

.  The Accounting Officer should review Internal Control measures to ensure stalfs pay
their loans before exiting service; and

iv.  The matter remained unresolved.

Recommendations of the Committee
119, The committee recommended that:
L. The Accounting OMficer recovers the outstanding loans totaling Kshs 283,333
within three months of the adoption of this report.
ii.  The Accounting Officer ensures that all contracts entered into by the Fund are
lawful and are complied with in accordance with Section 68(2)(d) of the PFM Act
2012.

d. Doubtful receivables from exchange transactions (Imprests and advances)
Submission by the Accounting Officer
120. The Accounting officer submitted that;
1. The amounts owed arose due to staff who were issued with salary advances but exiled
the service by way of interdiction, termination, or resignation
ii.  The said amount of Ksh 184,584 was computed and recovered from the stafT™s terminal
dues,
Observations and findings of the Committee
121. The Committee observed that:
I. The amount was recovered from the staff’s terminal dues.
i The matter was resolved.
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a)

b}

Recommendations of the commitiee
122, The Accounting Officer should always ensure that, provisions of the PFM Act, 2012,
and the PFM (National Government) Regulations, 2015 are always complied with when
applying to public resources.

(2.) Non-Performing Loans to Financial Intermediaries
123, The receivables from exchange transactions balance of Kshs 3.633.751,652 also includes
amounts due from eight (¥) financial intermediary partners with non-performing loans
totalling to Kshs 71,330,000. As previously reported, there are ongoing court cases between
the Fund and the Intermediaries which are indicative that the loans may not be recovered in
full. Further, there are no collaterals to support an advance of Kshs 60,000,000
made to two (2) financial intermediaries who have failed to service the loans,

[24. No specific provisions by way of bad debt adjustments have been made in the financial
statements Lo recognize the impairment. Consequently, the accuracy of the receivables from
exchange transactions could not be confirmed.

Submissions by the Accounting Officer
125. The Accounting Officer submitted that:
1. The Fund disbursed a total of Kshs 1.84 billion through 110 financial intermediaries
between the years 2007 and 2014, The funds benefited a total of 163,380 entrepreneurs,
Out of the total disbursements, an amount of Kshs 71,330,000 remained outstanding from
the institutions.
il. The Fund took the following actions against the defaulting intermediaries:
Instituted legal proceedings against Pamoja Women Development Program (PAWDEP), Social
Initiative and Development Entrepreneurs Program (SIDEP). Adok Timo and African Women
Foundation. Judgement was issued in favour of the Fund against Pamoja Women Development
Program (PAWDEP) and Social Initiative and Development Entrepreneurs Program (SIDEP) for
outstanding loan balance plus cost and interest.
Enlisted auctioneers to auction off the properties of the defaulting intermediaries. The auctions are
scheduled for the 2022/2023 Financial Year.

Observations and findings of the Commitiee
126, The Commitiee observed that:
i.  The Fund had non-performing loans of Kshs 71,330,000 due from eight (8) financial
intermediary partners at the end of the financial year 2020/2021:
il The Fund instituted legal proceedings against the financial intermediaries (PAWDEP and
SIDEP) and a judgment was issued in favour of the Fund to recover the outstanding loan
balance plus cost and interest;
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u.  There were no collaterals to support an advance of Kshs 60,000,000 to two (2) financial
intermediaries which did not make any repayments during the vear:

iv.  The Fund is in the process of enlisting new auctioneers to auction the securities before the
end of the financial year 2022/2023; and

v.  The matter remained unresolved.

Recommendations of the Committee
127, The Committee recommends that:

i. The Accounting Officer enforces the judgemeni within three months of the
adoption of this report to recover the long-outstanding loans of Ksh 71,330,000
from the cight (8) financial intermediary partners.

ii. Within three (3) months of the adoption of this report, the Accounting Officer
submits the status report for non-performing loans and recoveries made to the
Auditor General for audit verification.

iii. The Accounting Officer ensures that all contracts entered into by the Fund are

lawful and are complied with in aceordance with the Section 68(2)(d) of the PFM
Act 2012,

(3.) Unsupported Travel, Conferences and Accommodation

[28. Asdisclosed in Note 14 to the financial statements, the statement of financial performance
reflects a balance of Kshs 113461414 under general expenses which includes an
expenditure of Kshs 21,789,005 in respect of travel, conferences, and accommodation.
However, review of records revealed an expenditure totalling to Kshs 1,735,400 in respect
to travel, conferences and accommodation which was notl supported with user requisitions,
approval, and taxi receipts. In the circumstances, the validity and completeness of the
expenditure totalling to Kshs 21.789,005 on travel, conference and accommodation could
not be confirmed.

Submission by the Accounting Officer
129. The Accounting Officer submitted that:

i.  Before a taxi service is used, a requisition is raised for every trip, and approval made on
the request before M/s Trip start are engaged. After the trip a receipt is issued stating the
areas covered and signed by the user.

1.  The respective vouchers were availed for audit review,

Observations and findings of the commitice
130. The committee ohserved that;
i Expenditures totalling to Kshs 1,735,400 for travel. conferences and accommodation

were not supported with user requisitions, approval and taxi receipts at the time of
audit
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ii. The Accounting officer satisfactorily addressed the issue;
iii. The matter was resolved.

Recommendations of the committee
I3l. The Committee recommends that the accounting officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are
followed in the preparation of the financial statements in compliance with Public
Finance Management Act, 2012 and in accordance with the standards prescribed by
the Public Sector Accounting Standards Board as per Regulation 101(4) of the Public
Finance Management (National Government) Regulations, 2015.

(4.} Irregular Payment of Extrancous Allowances

132, The statement of financial performance reflects the expenditure of Kshs 287,163,324 under
employee costs which includes an amount of Kshs 2,859,659 for extraneous allowances paid
to volunteers engaged by the Fund during the year under review. However, the payments
were not approved by the Salaries and Remuneration Commission. Management did
not provide justification for paying the extraneous allowance in addition to monthly stipends
to volunteers who are not staff of the Fund or on permanent and pensionable terms of
employment. In the circumstances, the validity and completeness of the expenditure totalling
1o Kshs 2,859,659 on extraneous allowances could not be confirmed,

Submissions by the Accounting Officer
133. The Accounting Officer submitted that:
I. The payments were regular and the allowance was duly budgeted for during the
year under review:
ii.  The officers at the Constituencies were not volunteers. They were graded by SRC
and designated as Credit Assistants qualified for extraneous allowances: and
. The extraneous allowance was provided for within the Public Service and the
requisitions for the payment were done and approved in the normal process.

Observations and findings of the Committee
134, The Committee observed that:
L An amount of Kshs 2,859,659 for extraneous allowances was paid to volunteers
engaged by the Fund during the vear under review:
ii. The payments were approved by the Salaries and Remuneration Commission:
ii.  The Accounting Officer satisfactorily addressed the issue: and
iv.  The matter was resolved.
Recommendations of the Committee
135. The Committee recommends that the Accounting Officer should ensure that,
provisions of the PFM Act, 2012, and the PFM (National Government) Regulations,
2015 are always complied with when dealing with staff allowance.
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Other Matters
(5) Unresolved Prior Year Audit Matters
136. Various prior year audit issues, as disclosed under the progress on follow-up of Auditor
General’s recommendations section of the financial statements, remained unresolved as at
30 June, 2021, The Management did not provide explanations for the delay in resolving the
prior year's audit issues.

Submission by the Accounting Officer
137, The Accounting Officer submitted that:
1. The management resolved some of the prior-vear matters while others had not been
resolved
1. The unresolved issues included Loan Repayment and maiters pending in court.

Observations and findings of the Committee
138. The Committee observed that;
1.  Prior-year audit 1ssues remained unresolved as at the end of the financial year 2020/ 2021
against the requirement of Section 68(2)(1) of the Public Finance Management Act, 2012,
ii. The Fund did not disclose the progress on the follow-up of the Auditor General's
recommendations in the financial statements as required by the Public Sector Accounting
Standards Board; and

Il The matter remained unresolved.

Recommendations of the Committee
139, The Committee recommends that:

i.  Within three months of the adoption of this report the Accounting Officer resolves the
outstanding prior year audit issues as required by Section 68(2)(1) of the Public Finance
Management Act, 2012 and Section 53(1) of the Public Audit Act, 2015 and submits a
report to Office of the Auditor General.

ii. The Accounting Officer should ensure compliance with Public Sector Accounting
Standards when preparing financial statements as required by the Public Sector
Accounting Standards Board.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES
BASIS FOR CONCLUSION

6. Irregular Procurement of Motor Vehicle Repairs
140, The statement of financial performance reflects an expenditure of Kshs 14,924 291 under

repairs and maintenance which, as disclosed in Note 13 to the financial statements, includes
an amount of Kshs 4,487,174 in respect of motor vehicle repairs. The balance includes
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maintenance expenses totalling to Kshs 453,256 whose supporting procurement records such
as original tender bid documents, tender evaluation minutes, professional opinion, and award
minutes were not provided for audit review.

I41. This is contrary o Section 68(2)(d)(iii} of the Public Procurement and Asset Disposal Act,
2015, which requires an entity to keep a summary of the proceedings of the opening of
tenders, evaluation, and comparison of the tenders, proposals, or quotations, including the
evaluation criteria used. Consequently, the Management was in breach of the law.

Submissions by the Accounting Officer
142. The Accounting Officer submitted that;

1. In each of the cases relating to the expenditure of Ksh 453,256, quotations were sourced from
prequalified service providers from either the National Government or the County Government
in the specific regions;

i.. The quotations wete analyzed to get the most competitive/responsive bidder, Therefore, there
was value for money on these procurements as proper due diligence was carried out before the
awards were done;

ii. Further, during the audit review the Fund did not have an officer who would issue a professional
opinion. but recommendations for the awards were done by competent valuation teams as per
the law; and

v, The committee recommendations were also considered by the CEQ and approved.

Observations and findings of the Committee
143. The Committee observed that:

L. Maintenance expenses totaling to Kshs 453,256 were not supported by procurement records
such as original tender bid documents, tender evaluation minutes, professional opinion, and
award minutes;

ii.  The Fund did not have an officer who would issue a professional opinion as a requirement of
the Public Procurement and Asset Disposal Act,.2015 and Regulations;

ili.  The Accounting officer was in breach of the law; and
1v.  The matter remained unresolved.

Recommendations of the Committee
144, The Committee recommends that:

i The Accounting Officer submits the procurement records, such as, original tender
bid documents, tender evaluation minutes, professional opinion, and award minutes
to the Office of the Auditor General for audit verification within three months of the
adoption of this report.

ii. The Accounting Officer should always ensure that the Public Procurement Act, 2015
and Regulations are complied with when procuring goods and services.
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iii. The Cabinet Secretary reprimands the Accounting Officer for violating the Public
Procurement Asset Disposal Act.
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4.0 CONSIDERATION OF REPORT OF THE AUDITOR GENERAL ON THE
FINANCIAL STATEMENTS FOR COFFEE CHERRY ADVANCE REVOLVING FUND

[45. Mr. Timothy M. Mirugi. Managing Director, New Kenya Planters Co-operative Union,
appeared before the Committee on Tuesday, 21* February 2023, to adduce evidence on the
audited financial statements for the Coffee Cherry Advance Revolving Fund the Financial
Year 2020 /2021, The minutes of the Committee sittings and submissions tabled by the
Accounting Officer are annexed to this report. He was accompanied by:

1. Ms. Sheila Wahome - Administrative Officer — New Kenya Planters

Cooperative Union

Ms. Angeline Ndambuki - Operations Manager

3. Mr. Zacheus Ndirangu -Finance Manager

I~

4.0 Brief Introduction of the Coffee Cherry Advance Revolving Fund
146. Coffee Cherry Advance Revolving Fund (CCARF) is a MNational Government Fund
established in February 2020 under the Public Finance Management Act (CCARF
Regulation,2020) and placed under the New Kenya Planters’ Cooperative Union Public
Limited Company (New KPCU Ple). The CCARF is in the State Department of Cooperatives
which falls under the Ministry of Agriculture, Livestock, Fisheries and Cooperatives,

147, The objective and purpose of the fund is to provide affordable, sustainable and accessible
coffee advance to smallholder scale coffee growers. The Financial Year ending 30" June
2021 15 the first year of operation for the CCARF. Fund disbursement started slowly and has
not picked due to inadequate funds for operationalization, lack of extensive reach across
coffee growing areas and unfunded sensitization awareness programs and activities.

4.1 REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR COFFEE
CHERRY ADVANCE REVOLVING FUND FOR THE FINANCIAL YEAR 20192020
AND 202002021

The Basis for Unmaodified (unqualified) Opinion
148, There were no material issues that were noted during the audit of the financial statements
of the Fund for the two financial vears.

Report on lawfulness and effectiveness in the use of public resources.

149. There were no material issues relating to lawfulness and effectiveness in the use of public
resources for the two financial years.



REFORT ON EFFECTIVE OF INTERNAL CONTROLS, RISK MANAGEMENT AND
GOVERNANCE

150. There were no material issues relating 1o the effectiveness of internal controls. Risk
management and Govemnance for the two financial years,

151. However, the Committee identified the following issues in the report and financial
statements which required further clarification:

i. The statement of cash flows for the year ended on 30" June 2021 indicated that the Fund
received Kshs 2,764,094 521, but only Kshs 48,713, 943 was disbursed to farmers as of 1"
July 2021. This was an indication of a slow uptake of funds and required clarification;

1. Management needed to [ndicate when the New Kenya Planters Cooperative Union (NKPCU)
transferred funds received from the National Treasury into the bank account of the Coffee
Cherry Advance Revolving Fund at Cooperative Bank for the purpose of determining interest
earned during the period.

il. Management needed to clarify whether they obtained approval of the Board regarding the
opening of a bank account at a Co-operative Bank for the Colfee Cherry; and

iv. Management needed to clarify whether the Cherry Advance Revolving Fund was managed
separately from the new Kenya Planters Cooperative Union accounts, considering that the
union (New KPCL) administered the Fund.

152. In this regard, the Accounting Oflicer was directed to provide additional information and
documentary evidence to address the concerns of the Committee.

Submissions by the Accounting Officer:
153.  The Accounting Officer made the oral and written submissions on Tuesday, 21% February
2023 vide Ref NKPC/MD/Ext/Vol 4/585 date 22™ March 2023 as follows:

a. The management prepared the annual report and financial statements in accordance with
the provisions of the PFM Act,2012, Public audit Act.2015, the Public Finance
Management (Coffee cherry Advance revolving Fund) Regulations. 2019 and other
applicable laws and regulations.

b. The report of the Auditor General did not have any audit reservations on the annual report
and financial statements which were submitted for audit verification.

154, Evidence on the transmission of funds from the New Kenya Planters Cooperative
Union to the Coffee Cherry Revolving Fund Account,
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1. The Coffee Cherry Advance revolving funds were transferred from the National Treasury
through the normal exchequer requisition under vote 1173---State Department for
Cooperative and transmitted directly to the current bank account number 011209180000 at
Co-operative Bank Wakulima House on 31% January, 2020,

ii. The funds were held in a call account in the Co-operative Bank. The essence of the call
account was to allow availability and timely use of the money whenever the need arose.

155, Interest earned from funds held at Co-operative Bank from 1st January to 30th June

2020
I

1il.

The Coftee Cherry Revolving funds were meant for immediate disbursement to the
qualifying coffee farmers who delivered coffee cherry to the coffee marketers. The
Funds were therefore placed in a non-interest-earning current account —
011209591 80000,

The funds were not placed in any form of interest-earning arrangement because the
requirement for monitoring and disbursement of the funds needed the approval of the
Board of Directors and appointment of the Fund Manager,

The Fund Manager was appointed with effect from 13 August 2020. Afterwards, the
disbursement to qualifying coffee farmers started in earnest and by 30™ December
2020, it was apparent thai the Fund uptake would be slow and therefore required
intervention through sensitization programs for coffee farmers to adopt it.

Requests for placing undisbursed funds in interest-earning call accounts were made
in December 2020 and the approval was received on 22nd December 2020 and on 15%
February 2021. Consequently, no interest was earned from 31 January 2020 to 31¢
December 2020. Hence, no interest income was considered for the financial year
201972020 in the statement of comprehensive income (Profit and Loss statement) as
of 30" June 2020,

The money held in the Co-operative Bank account had earned Kshs 205,000,000 in
interest, which was well documented. He explained that part of the interest was used
to run the new KPCL.

156. Low uptake of funds
i There was a low uptake of funds during its inception due to lack of public awareness, The
uptake had significantly improved in the past six months as evidenced by the disbursement
of Kshs 611 million to coffee farmers:
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il

1iL.

¥,

Since the establishment of the Fund, Kshs 589.7 million has been disbursed to 66,652
coffee farmers across the country to date. New KPCU management and the board of
directors have developed the following strategies (o increase the uptake of the Fund.

Developing and implementing key strategic policies and procedures on the advance
application, disbursement, and recovery is in the advanced stages;

Automation of the Fund processes is now in the final piloting stages and is expected to be
rolled out soon;

Partnership/collaborations with key stakeholders like Mational Coftee Co-operative Union
(NACCLI) and counties; and

Decentralize administration of Coffee Cherry Advance Revolving Fund. (CCARF)

Observations and Findings of the Committee:

157.

i

iii.

iv.

vi,

4

The Committee observed that:

The Auditor - General expressed an unmodified{unqualified) opinion on the annual
reports and financial statements for the Coffee Cherry Advance Revolving Fund lor the
20159/20 and 2020/21,

The management did not submit approval by the board of directors 1o open the bank
account at the co-operative bank, that is, the approved and signed minutes of the board of
directors for New KPCU Public Ltd co. This is because it is an oversight board of the

Coffee Cherry advance revolving fund (ref: Section 7 of the PFM (cofTee cherry advance
Revolving Fund) Regulations,2019;

The Coffee Cherry Advance Revolving Fund does not have any bank account in its name
at co-pperative bank as indicated in the financial statements under cash and cash
equivalents in contravention of sections 19(1), (2) and (3) of the PFM (Coffee Cherry
Advance Revolving Fund) Regulations,2019;

The money for coffee Cherry Advance Revolving Fund is irregularly held by New KCPLL

The amount of Kshs 2,764,094,521 .00 disbursed by the National Treasury to the CCARF
was not deposited into its bank account as stipulated in the PFM regulations: and

The Coffee Cherry Advance Revolving Fund is a separate legal entity from New KPCU,
which can sue and be sued, can own property, Assets, etc. [t is a body which must keep
its books and records as provided in Section 28(1) and 29(1), (2) and (1) of the PFM
(Coffee Cherry Advance Revolving Fund) Regulations, 2019,



Recommendations of the Committee
158, The Committee recommends that:
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The board of New Kenya Planters Co-operative Union opens a bank account for the
Cherry Fund and transfers its funds in compliance with the PFM Act, 2012, and
Coffee Cherry Fund Regulations, 2019 within three months of the adoption of this
report; and

The management of New Kenya Planters Co-operative Union should within three
months of the adoption of this report, Keep separate books and financial records of
Coffee Cherry Advance Revolving Fund in accordance with sections 28(1) and
I9(1), (2), and (3) of the PFM (Coffee Cherry Advance Revolving Fund)
Regulations, 2019,



5.0 CONSIDERATION OF AUDITOR GENERAL ON THE FINANCIAL STATEMENTS
FOR STRATEGIC FOOD RESERVE TRUST FUND
159. Mr. Kello Harsama, Principal Secretary State Department for Crop Development and
Agricultural Research, appeared before the Committee on 28" April, 2023 to adduce evidence
on the audited financial statements for the Strategic Food Reserve Trust Fund for the
Financial Year 2020/2021. The minutes of the Committee sittings and submissions tabled by
the Accounting Officer are annexed to this report. He was accompanied by:

1.  Mr. John Kariuki -Head of Operations of the Fund
2, Ms. Irene Ndonga -Head of Accounting

3. Mr. Tobias Osano -Chief Finance Officer

4. Mr. Richard Bii -Accountant

3. Mr. Wesley Kiplimo -Accountant

6. Mr. John Gichumo -Accountant

7. Ms. Chanty Muriuki -Personal Assistant

5.1 Brief background of the Strategic Food Reserve Trust Fund

160. The Strategic Food Reserve Trust Fund (SFRTF) was established under the Public Finance
Management (Strategic Food Reserve Trust Fund) Regulations, 2013 (L.N. No. 15 of 20135).
Strategic Food Reserve includes maize, beans, rice, fish, powdered milk and canned beef,

16]1. The object and purpose for which the Fund was established was to provide a Strategic FFood
Reserve in physical stock and cash equivalent and specifically the Fund was used to-
Stabilize the food supply and prices in the country: Arrange for procurement, storage and
sale of food commodities; Maintain adequate strategic food reserves in physical stock or cash
equivalent at any one given time; and Mobilize resources o support strategic food reserve
related activities.

162. The initial capital of the Fund was two billion and two hundred million shillings
appropriated by Parliament in the financial Fund & year 2014/15 and additional capital of
the fund made in the subsequent financial years’ budgets.

163. The Fund shall consist of;

a) monies appropriated by Parliament for purposes of the Fund;

b) grants, donations, bequests or other gifts made to the Fund;

¢) income generated from the proceeds of the Fund: and {d) manies from any other source approved
by the Cabinet Secretary.

164, The Strategic Food Reserve Oversight Board (SFROB) was established under the same
FFM Act (2012) and the SFRTF regulations of 2015 and mandated to provide oversight and
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policy direction to the fund. The Cabinet Secretary responsible for Finance, issued a legal
notice to dissolve the board though the Public Finance Management (Strategic Food Reserve
Trust Fund) {Revocation) Regulations, 2020, (Legal Notice No 61 of 14th April 2020 now
pending approval by the National Assembly.

165, The National Cereals and Produce Board had earlier been established asa State
Corporation under an Act of Parliament (Cap 338) of 1985 for related purposes and with a
view to eliminate duplicity of effort, the SFRTF was expected to execute its mandate as
outlined above while NCPB acts as its’ agent for purposes of storage and distribution.

3.1.1 REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR STRATEGIC
FOOD RESERVE TRUST FUND FOR THE FINANCIAL YEAR 2020/2021
Basis for Adverse Opinion
(1.)Unexplained variances between the statements of financial position and changes in net assets.
166. The statement of financial position as at 30 June, 2021 reflects balances of Kshs
20,308,437,162 and Kshs 6,841,477,890 accumulated surplus and total net assets and
liabilities, which varies with the statement of changes in net assets related account items
balances of Kshs 16,284,725,589 and Kshs 20,308,437,162, respectively. The resulting
respective variances of Kshs 4.023,711,573.80 and Kshs 13,466,959,272.48 were not
explained or analyzed.

Submissions by the Accounting Officer
167. The Accounting Officer submitted that the raised query has been corrected in the revised
financial statements for the year 2020/21.

Observations and Findings of the Committee
168. The Committee observed that:
L. Accumulated surplus variance of Kshs 4,023,711,573.80 and total net assets and liabilities
vanance of Kshs 13,466,959.272 between the Statement of Financial Position and the

Statement of Changes in Net Assets were not explained or analyzed: and
1. The matter remains unresolved.

Recommendations of the Committee
169, The Committee recommends that:

i Within three months of the adoption of the report, the Accounting Officer ensures
that the variances of Kshs 4,023,711,573.80 and Kshs 13,466,959,272.48 are
reconciled and analyzed with necessary supporting documents submitted to the
Auditor-General for audit verification; and

ii. The Accounting Officer ensures that all applicable accounting and financial
controls, systems, standards, laws, and procedures are followed in the preparation
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of the financial statements in compliance with Public Finance Management Act,
2012, and in accordance with the standards prescribed by the Public Scctor
Accounting Standards Board as per Regulation 101(4) of the Public Finance
Management (National Government) Regulations, 2015,

(2.} Inconsistencies between the statement of comparison of budget and actual amounts
and the statement of financial performance

170. The statement of comparison of budget and actual amounts reflects the final budget total
revenue figure of Kshs 2,689,496,699, However, there was no budget allocation for the Fund
during the year under review. Further, total actual expenditure for the year of Kshs
9.842.697.213 shown in the same statement differs with the total expenditure figure of Kshs
2,078,532,937 reflected 1in the statement of financial performance, resuliing in unexplained
varance of Kshs 7,764,164 275,

Submissions by the Accounting OfTicer
171. The Accounting Officer submitted that the matter had been corrected n the revised
financial statements for the year 2020/21. He further noted that the total expenditure of Ksh
2,078,532,937.39 comprised of depreciation, interest expenses and board expenses.

Observations and Findings of the Committee
172. The Committee observed that:

i. Total actual expenditure for the year of Kshs 9.842.697.213 in the statement of
comparison of budget differed from the total expenditure figure of Kshs 2,078,532 937
reflected in the statement of financial performance resulting in unexplained variance ol
Kshs 7,764,164,275; and

1l. The matter remains unresolved.

Recommendations of the Committee
173. The Committee recommends that:
i.  The Accounting Officer reconciles the unexplained variance of Kshs 7,764,164,275
within three months upon the adoption of this report and submits the reconciliations
to the Auditor-General for verification and reporting in the next audit evele.

ii.  The Accounting Officer to ensure timely provision of accounting documentation
required for audit verification as per the provision of Section 31 of the Public Audit
Act, 2015; and

. The Accounting Officer ensures that all applicable accounting and financial controls,
systems, standards, laws, and procedures are followed in the preparation of the
financial statements in compliance with Public Finance Management Act, 2012, and
in accordance with the standards preseribed by the Public Sector Accounting
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Standards Board as per Regulation 101(4) of the Public Finance Management
(National Government) Regulations, 2015,

(3.} Inaccurate diselosures in the notes to the financial statements
174, Mote 6 1o the financial statements reflects nil revenue on transfers from other Government
entities which differs with the statement of financial performance figure of Kshs
2,689,496,699. Further, the statement of financial performance reflects Kshs 2,074,562,537
under interest expenses.

|75, However, there is no disclosure in the notes to the financial statements giving details of the
figure and no verifiable documents were provided for audit to support these expenses.

Submissions by the Accounting Officer:

176. The Accounting Officer submitted that the matter had been corrected in the revised
financial statements for the year 2020/21. He noted that Ksh 2,689,496,699.25 reflected in
the statement of financial performance was erroneously posted in the SFRT and the funds
were received in the state department recurrent bank account not SFRT bank account. He
lurther explained that Kshs 2,074,562.537.39 reflected as interest expense was disclosed
under note 36 —Trade and other payables.

Observations and Findings of the Committee
177. The Committee observed that:
1. There was no disclosure in the notes to the financial statements giving details of the
Kshs 2,074,562.537 under interest expenses and no venifiable documents were provided
for audit to support these expenses.
1. The matter remains unresolved.

Recommendations of the Committee:
1 78. The Committee recommends that:
i. Within three months of adoption of this report, the Accounting Officer to reconcile
and analyse the Kshs 2,074,562,537 interest expenscs and submit the necessary
supporting documents to the Auditor-General for andit verification; and

ii. The Accounting Officer ensures that all applicable accounting and financial controls,
systems, standards, laws, and procedures are followed in the preparation of the
financial statements in compliance with Public Finance Management Act, 2012, and in
accordance with the standards prescribed by the Public Sector Accounting Standards
Board as per Regulation 101(4) of the Public Finance Management (National
Government) Regulations, 2015.
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(4) Statement of cash flows
179. The reflects comparative year's figures of Kshs 18.287.773.060, Kshs 28.281.773.060 and
kshs 4,725,613.502 under net cash Mows from investing activities, net cash Nows used in
financing activities and net increase/decrease in cash and cash equivalents which differs with
the previous year's audited financial statements figure of Kshs 14,500,000, nil. and Kshs
9.842,697.213, respectively.

180. Further the statement of cashflows does not reflect revenue from non-exchange
transactions and interest expense of Kshs 2,689.496,699.25 and Kshs 2.074,562.537.30
respectively. In the circumstance the accuracy completeness presentation and disclosure of the
statement of cashflows for the year ended 30" June 2021 could not be confirmed.

Submissions by the Accounting Officer
I81. The Accounting Officer submitted that the matter had been corrected in the revised
financial statements for the year 2020/21. He noted that the comparatives brought forward
related to 2018719 financial statements mstead of 201920 financial statements,

Observations and Findings of the Committee
182, The Commitiee observed that:

l.  The statement of cash flows did not reflect revenue from non-exchange transactions
and interest expense of Kshs2,689.496.699 and Kshs2,074,562,537, respectively at
the time of audit; and

il.  The matter remained unresolved.

Recommendations of the Committee
[83. The Committee recommends that:

i. Within three months of adoption of the report, the Accounting Officer ensures
Kshs 2,689,496,699 and Ksh2,074,562,537 from non-exchange transactions and
interest expense are reconciled and analyzed with the necessary supporting
documents submitted to the Auditor-General for verification and reporting in the
next audit cyvele.

ii. The accounting officer ensures that all applicable accounting and financial
controls, systems, standards, laws, and procedures are followed in the preparation
of the financial statements in compliance with Public Finance Management Act,
2012, and in accordance with the standards preseribed by the Public Sector
Accounting Standards Board as per Regulation 101(4) of the Public Finance
Management (National Government) Regulations, 2015.

(3) Unsupported Receivables from Exchange Transactions

184, The statement of financial position as at 30 June, 2021 reflects the current portion of
receivables from exchange transactions of Kshs7,322.218.136 and as disclosed under Note
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20¢a) o the Anancial statements. Included in this amount is Kshs434,996,371 relating to
procecds from sale of imported maize by National Cereals and Produce Board (NCPB). The
sales proceeds were not supported by the records on sales of maize and the validity of the
amount of Kshs434,996,371 owing from proceeds from sale of maize could not be
confirmed.

185, In addition, as reported in the previous year, the current portion of receivables from
exchange transactions of Kshs7.322.218,136 includes other exchange debtors amounting to
Kshs6 865,220,613 relating to receivables from the State Department for Special
Programmes which has been long outstanding and whose recoverability is doubtful.

Submissions by the Accounting Officer
186. The Accounting Officer submitted that the sales records were available at the selling point
which is the NCPB - the analysis of the imported sale proceeds is tabulated. He noted that
the receivable from Special program to SFRTF for Kshs 6,865,220,613.00 arcse from
distribution of relief food to different affected counties. He explained that the same was fully
supported and acknowledged by the state department for Devolution and ASAL (then).

187. He further noted that the internal audit report dated 30th March 2020 confirmed that the
released of maize was duly authorized by SFRTF board and the distribution was above board.
He explained that the state Department of Special programs was not trading but just co-
coordinating the relief activities and it didn’t receive exchequer funding for the same.

Observations and Findings of the Committee
188. The Committee observed that:

i.  The validity of the amount of Kshs434,996,371 owing from proceeds from sale of
maize which could not be confirmed at the time of audit has since been availed at
the selling point which is the NCPB;

ii.  The exchange debtors amounting to Kshs 6,865,220,613 relating to receivables from
the State Department for Speeial Programmes which had been long outstanding and
whose recoverability was doubtful has since been fully supported and acknowledged
by the state department for Devolution and ASAL;

iii.  The matter was also before 2019/2020 Public Account Committee (Paragraph 1368)
deliberations and marked as resolved;

1v.  The explanation given by the Accounting Officer and documents provided regarding
unsupported receivables from exchange transactions was satisfactory; and

v.  The matter was resolved.

Recommendations of the Committee
|89  The Committee recommends that:
i.  The Accounting Officer should ensure timely provision of accounting documentation
required for audit verification as per the provision of Section 31 of the Public Audit
Act, 20015; and
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ii. The accounting officer ensures that all applicable accounting and financial
controls, systems, standards, laws, and procedures are followed in the preparation
of the financial statements in compliance with Public Finance Management Act,
2012, and in accordance with the standards prescribed by the Public Sector
Accounting Standards Board as per Regulation 101(4) of the Public Finance
Management (National Government) Regulations, 2015.

(i} Long Outstanding Receivables from Non-exchange Transactions
190. The statement of financial position reflects receivables from non-exchange transactions of
Kshs700,000,000 and as disclosed under Note 30 to the financial statements. This receivahle
arose because of a memorandum of understanding signed in the year 2016 between the Fund
and the New Kenya Cooperative Creameries (KCC).

191. From the minutes of meetings of the oversight Board, the Fund resolved to transfer
Kshs700.000,000 to New KCC for purchase of surplus milk from farmers for the
establishment of a strategic reserve of milk powder. However, although New KCC
acknowledged receipt of the funds and recognized the liability as disclosed in their financial
statements, it was not holding any stocks of milk powder on behalfof the Fund as at 30 June.
2021,

Submissions by the Accounting Officer:

192. The Accounting Officer submitted that the powdered milk stock held at Kenya Creameries
Cooperative (KCC) amounting to Kshs 700,000,000.00 that has been outstanding in the
tecords had been converted into a debt as reflected in the Financial Statement for the viear
ended 30th June 2021. He further noted a letter had been written to new KCC 1o refund

Kshs700 million owed to SFRTF and the amount has since been reflected as debts from New
KCC.

193, Inventories of powdered milk amounting to Kshs 700,000,000 held by New KCC was
discussed in financial year 2018/19 and following recommendation made: -
Within three (3) months after tabling and adoption of this report, the EACC to initiate an
investigation into the purporied inventories paid Sor and held by New KCC.

Observations and Findings of the Committee:
194, The Committee observed that:
1. Although New KCC acknowledged receipt of Kshs 700,000,000 and recogmzed
the liability as disclosed in their financial statements, it was not holding any stocks

of milk powder on behalf of the Fund as at 30 June, 2021 hence its recoverability
could not be confirmed
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. Kshs700,000,000 has since been reflected as a debt owing from New KCC.
However, the stocks of powdered milk have not been accounted for; and
i.  The matter remains unresolved.

Recommendations of the Committee
195, The Committee recommends that, within three (3) months of that after the adoption
of this report, the Ethies and anti- Corruption Commission (EACC) should investigate
the purported inventories paid for and held by New Kenya Cooperative Creameries
(New KCC) and to submit a report of the investigations to the National Assembly.

(ii)  Unsupported Inventories
196, As reported in the previous year, the statement of financial position reflects the inventory
balance of Kshs 34,802,500 and as disclosed under Note 31 to the financial statements which
comprises of consumable stores—maize. However, the inventories balance of Kshs
34,802,500 which was carried forward from the previous year, was not supported by any
verifiable record.

Submissions by the Accounting Officer:
197. The Accounting Officer submitted that the documents supporting the carried forward stock
were available at NCPB. He noted that the said maize was later sold by NCPB.

Observations and Findings of the Committee
198. The Commitiee observed that:
. The inventories balance of Kshs 34,802,500 which was carried forward from the
previous year, was not supported by any verifiable record at the time of audit:
1. The Submission by the Accounting Officer relating to unsupported inventories was
not supported by any record; and
iti.  The matter remains unresolved.

Recommendations of the Committee
199. The Committee recommends that:

. Within three months upon adoption of this report, the Accounting Officer should
provide supporting documents for the inventories balance of Kshs 34,802,500 to
the Auditor-General for audit verification and reporting in the next audit eyele;

ii.  The accounting officer ensures timely provision of accounting documentation
required for audit verification as per the provision of Section 31 of the Public
Audit Act, 2015;

iii.  The aceounting officer ensures that all applicable accounting and financial
controls, systems, standards, laws, and procedures are followed in the
preparation of the financial statements in compliance with Public Finance
Management Act, 2012, and in accordance with the standards prescribed by the
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Public Sector Accounting Standards Board as per Regulation 101(4) of the
Public Finance Management (National Government) Regulations, 2015,

(i1} Unsupported Trade and Other Payables

200. The statement of financial position reflects a trade and other payables balance of
Kshs1,226,417,747 and as disclosed under Note 36 to the financial statements. The balance
includes an amount of Kshs12,380,355.021 brought forward from the previous financial year
which was not supported by any verifiable records. Following verification exercises carried
out in the month of August and September, 2020 by a team drawn from the Ministry of
Agrniculture, Livestock, Fisheries and Cooperatives, The National Treasury and Planning and
the Executive Office of the President. the wverified pending bills amounted 1o
Kshs14,454,917.559 including interest on delayed payments.

201, This resulted in variance of Kshs2,074.562.538 between Kshs14.454.917.559 and
Kshs12,380,355.021. This has been disclosed as an interest expense but not supported by
any verifiable records.

Submissions by the Accounting Officer

202. The Accounting Officer submitted that the balance of Kshs12,380.355,021.15 brought
forward from the previous financial year were agency costs (fumigations costs, storage
charges, sales commission among other charges) that had accumulated over a period. Which
was reconciled between NCPB and SFRT records. He noted that the verified pending bills
amounted to Kshs 14,454.917,558 included interests on the delayed payments and the
pending bills were paid by the state department of crop development as per the detailed
analysis provided.

203. Further, He explained that the payment vouchers were available at the SDCD&AR and had
been verified by the auditor, He noted that the variance of Kshs 2.074.562,537.69 hetween
Kshs 14,454,917,558.84 and Kshs 12,380,355,021.15 which had been disclosed as inlerest
expense was being reconciled between the NCPB and SFRT records.

Observations and Findings of the Committee
204. The Committee observed that:

i.  The balance of Kshs12,380,355,021 brought forward from the previous financial vear
has since not been supported by any verifiable records;

ii. The wvariance of Kshs2,074.562,538 between Kshs14.454.917.559  and
Kshs12,380,355,021 disclosed as interest expense was nol supporied by any verifiable
records; and

ui.  The matter remains unresolved,
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Recommendations of the Committee
205. The Committee recommends that:

i.  The Accounting Officer should within three months upon the adoption of this report
provide the supporting documentation relating to the variance of Kshs2,074,562,538
on interest expense to the Auditor General for audit verification;

ii.  The accounting officer to ensure timely provision of aceounting documentation
required for audit verification as per the provision of Section 31 of the Public
Audit Act, 2015;

. The Accounting Officer ensures that all applicable accounting and financial
controls, systems, standards, laws, and procedures are followed in the preparation
of the financial statements in compliance with Public Finance Management Act,
2012, and in accordance with the standards prescribed by the Public Sector
Accounting Standards Board as per Regulation 101(4) of the Public Finance
Management (National Government) Regulations, 2015,

S —— End e e e
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6.0 CONSIDERATION OF THE REPORT OF THE AUDITOR GENERAL ON THE
FINANCIAL STATEMENT OF THE EQUALIZATION FUND
206.Mr. Guyo Boru, Chief Executive Officer and Secretary the Equalization Fund Advisory
Board, appeared before the Committee on 18" March 2023 to adduce evidence on the audited
financial statements for the Equalization Fund for the Financial Year 2020 /2021, The minules
of the Committee sitting, and submissions tabled by the Accounting Officer are annexed to this
report. He was accompanied by:
1. Ms. Grace Atala = Deputy Director Audit
2. Mr. Benjamin Matheka -Accountant

0.1 Brief background of the Equalization
207, Establishment of the Fund

a. The Equalization Fund is established under Article 204(1) of the Constitution of Kenya.
2010 which requires that one half per cent (0.5%) of all the revenue collecled by the
National Government cach year calculated based on the most recent audited accounts
of revenue received, as approved by the National Assembly be paid inwo the
Equalization Fund.

b. Article 204(2) further provides that the National Government shall use the fund only to
provide basic services, including water, roads, heath facilities and electricity to
marginalized areas, to bring the quality of the services in those areas to the level
generally enjoyed hy the rest of the nation.

c. As a precondition to the allocation and wtilization of the equalization fund, Article
216(4) of the constitution requires that the Commission on Revenue Allocation (CRA)
determines, publishes, and regularly reviews a policy in which it sets out the criteria by
which to identily marginalized areas.

d. Article 204 of the Constitution which establishes the fund provides that it lapses twenty
years after the effective date unless parliament enacts legislation extending the fund for
a further fixed period of six vears.

The Equalization Fund Advisory Board
208. Upto November 2019 the Equalization Fund was administered directly through Guidelines
published through Gazette Notice No 1711 dated 13" March, 2015. However, on 5"
November, 2019 the High Court made a ruling on Petition no. 272 of 2016 which declared
the Equalization Fund Guidelines unconstitutional, null and void. This in effect disbanded

the Equalization Fund Advisory Board and barred any further expenditure [rom the
Equalization Fund.

209. The Court directed the National Treasury to develop a statutory instrument on the

administration of the Equalization Fund within six months, It is on this basis, that a muli-
agency committee comprising of representatives from National Treasury, National
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Assembly, Senate, Council of Governors, Commission of Revenue Allocation and Controller
of Budget was put in place to develop a new Equalization Fund statutory instrument.

210, The team developed the Public Finance Management (Equalization Fund Administration)
Regulations, 2021 which was then published through Kenya Gazette supplement No. 69,
Legal Notice No 54 of 29 April, 2021 and approved by Parliament paving way for the
operationalization of the Fund.

211, The PFM (Equalization Fund Administration) Regulations, 2021 provides for:
1. Establishment and functions of the Equalization Fund Advisory Board;

ii.  Guidance on the administration and management of the Fund;

iii.  Establishment and functions of the Secretariat;

iv.  Establishment and functions of county technical committee and all other committees
responsible for identification, implementation, monitoring and evaluation of all
projects to be financed from the Fund;

v.  Functions of various stakeholders in relations to the Fund;

vi,  Criteria for identification of projects;
vil.  Workplans preparation and reporting requirements; and
vili,  Withdrawals from the Fund; and winding up of the Fund.

Highlight of PFM (Equalization Fund Administration) Regulations, 2021
212, The highlights of the Regulation 2021 are as follows:
i.  Establish an unincorporated board to advise the cabinet secretary on the proper and
effective performance of the Fund;
il Provide guidance on the administration and management of the Fund:
i, Provide for the withdrawals from the Fund:
v, Provide for completion of ongoing projects under the First Policy;
v.  Provide for implementation of new projects under all subsequent policies; and
vi.,  Provide for the procedures in relation to winding up of the Fund,

Utilization of Equalization Funds
213. Regulation 24(1) of the PFM (Equalization Fund Administration) Regulations, 2021
provides that the Equalization Fund shall be wtilized imdirectly as conditional grants to the
affected counties in accordance with the Division of Revenue Act and the Equalization Fund
Appropriation Act for the respective financial year.
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6.1.1 REFORT ON THE AUDITED FINANCIAL STATEMENTS OF THE
EQUALIZATION FUND FOR THE FINANCIAL YEAR 2020/21

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC
RESOURCES
Basis for Unmodified Opinion
(1.)Non-Compliance with the Constitution and the Law
214, Article 204(1) of the Constitution of Kenya, 2010 requires that one half per cent ({.5%)
of all the revenue collected by the National Government each year calculated on the basis
of the most recent audited accounts of revenue received, as approved by the National
Assembly be paid into the Equalization Fund.
215. The purpose of the Equalization Fund is to
provide basic services including water, roads, heath facilities and electricity to

marginalized areas, to bring the quality of the services in those areas to the level generally
enjoyed by the rest of the nation.

216.  Asreported in the previous vear. a review of the financial statements for the Equalization
Fund for the year ended 30 June, 2021 revealed that only an amount of Kshs 12.400.000.000
out of the expected Kshs 30,786,056,051 of the total entitlement from the financial vears
2011/2012 to 2019/2020 had been transferred to the Equalization Fund Account as tabulated

below:
Amount

Approved Audited Fqualization Transferred to the

Revenues Fund Entitlement [Fund
Financial Year I(Kshs) {Kshs) (Kshs)
201172012 465,811,210,150 2.329,056,051 -
2012/2013 526,653,500,000 2,633,267,500 .
2013/2014 526,653,500,000 2,633,267,.500 -
2014/2015 773,015,500,000 3,865,077,500 6,400, 000,000
2015/2016 773,015,500,000 3,865,077 500
2016/2017 773,015,500,000 3,.865.077.500 SEUETERVVRBIAE)
2017/2018 773,015.500,000 3. 865,077 500 -
2018/2019 773,015,500,000 3,865,077,500 -
201972020 773,015,500,000 3,865,077,500 -
Total r6,!5?,111,21ﬂ,1 50 30,786,056,051 12, 400,000,000

217. The National Treasury had not remitted the remaining balance of Kshs18,386,056,051 to
the Fund as at 30 June, 2021. Management has stated that funds were not disbursed during
the period under review due to a court ruling that declared the Guidelines on the
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Administration of the Equalization Fund published on 13 March, 2013 null and void. Lack
ol disbursements casts doubt on realization of the Fund's intended objective of providing
basic services to the marginalized areas, The National Treasury is, therefore, in breach of
the Constitution.

Submissions by the Accounting Officer
218. The Accounting Officer submitted that:

iii.
v,

vi.

Vii.

The National Treasury breached the Constitution by notl remitting the remaining
balance of Kshs 18,386,056.051 to the Fund.

In the first three years after the establishment of the Fund, i.e., the financial vears
201172012, 2012/2013 and 2013/2014, the Fund had no allocation, and this was
because the First policy to identify the marginalized areas had not been developed by
the Commission on Revenue Allocation,

The total entitlement to the Fund since inception was Kshs 54.035,184,050.

The total allocation to the Fund Since inception (approved by Parliament) was Kshs
26,293,791,644 and an amount of Kshs12,400,000,000 was appropriated through the
Equalization Fund Appropriation Act 2017 and subsequent re-appropriation in the
Equalization Fund Appropriation Act 2018.

Parliament approved outstanding amount of Kshs 13,893,791,644 which comprised of
Kshs 6,825.317.433 and Kshs 7,068,474.211 for FY 2021/2022 and FY 2022/2023
respectively which was appropriated through the Equalization Fund Appropriation Bill,
2023, that was published on 31* January 2023 and is awaiting further consideration
and approval by Parliament.

Considering the total allocation to the Fund (approved by Parliament) since inception
(Kshs 26,293 791,644) against the total entitlement of Kshs 54,035,184,050 there is an
arrears of Kshs 27,741,392 406 entitlement that needs to be appropriated by Parliament.
There is need for National Treasury to provide a funding plan to progressively clear the
arrears enlitled to the Equalization Fund.

219. The entitlements and allocations for the Equalization Fund since inception were as detailed
in the table below:

Financial
Year

Most  recent audited revenues | Equalization Equalization Amount
approved by the National Assembly | Fund Allocation | Fund Reflected in the
Entitlement DORA

(0.5% of most
recent aondited
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! Base Year | Audited and and  approved
for  most | approved revenues revenues)
recent by MNational
audited Assembly
revenues
approved by
National
Assembly {Kshs) {Kshs)
(Kshs)
(Kshs) o
(a) (®) ©) (d) (©) L
1y [2011/12 | 20082000 | 468,151,970,000 0 2,340,759.850 |0
2} |2012/13 | 2009/2010 | 529,300,000,000 0 2,646,500,000 |0
'3y 2013714 [ 20002010 | 529.300,000,000 0 2.646.500.000 | 0
4y [2014115 | 2009/2010 | 529,300,000,000 400,000,000 2,646,500,000 | 3,400,000,000
'5) 201516 (201272013 | 776.900,000.000 | 6.000.000.000 | 3.884.500.000 | 6.000.000,000
6) |2016/17 [2013/2014 | 935,653,000,000 | 6.000,000,000 | 4,678.265.000 | 6,000.000.000
7y 2017718 12013/2014 | 935,653,000,000 0 | 4,678.265.000 | 7.727.000.000
8) 201819 [2013/2014 | 935,653,000,000 |0 | 4.678.265,000 | 4.700.000,000
9} [ 201920 | 2014/2015 | 1,038.035,000,000 |0 | 5,190,175,000 | 5,760,000,000
10y 202021  [2016/2017 | 1,357.698.000.000 | O | 6,788.490,000 | 6.788.490,000
1y [202122 (20162017 | 1,357,698,000,000 | 6.825.317.433 | 6,788.490.000 | 6.825.317.433
12) [2022/23 [2017/2018 | 1.413,694,840,000 | 7068474211 | 7.068.474.200 | 7.068.474.211
GRAND TOTAL 10,807,036,810,000 | 26,293,791,644  54,035,184.050 | 54.269,281,644
Source:

Division of Revenue Act, 2022: Division of Revenue Act, 2021 Division of Revenue Act. 2020;
Dwmmn of Revenue Act, 2019: Division of Revenue Act. 2018: Division of Revenue Act, 2017

ivision of Revenue Act, 2016: Division of Revenue Act, 2015: Division of Revenue Act, 2014

220. In the FY 2022/23 Supplementary Budget, the National Treasury considered and included
Kshs 6,825,317,433 being Equalization Fund budget allocation for FY 2021/22. However.
the amount was reduced to Kshs 3,261,843.222 by Parliament.

221. To facilitate application, utilization and implememation of Equalization Fund Bill 2023
once approved by Parliament, there is need to request for consideration of the Kshs
3,563,474,211 deficits in the FY 2024 Budget Policy Statement and subsequently in the FY
2023/24 budget estimates as allocation to the Equalization Fund since the full amount {Kshs
6,825,317,433 FY 2021/22) had been factored in the Equalization Fund Appropriation [3ill

2023,
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222, The FY 2023 Budge! Policy Statement, the National Treasury considered and included

Kshs 7.867 billon being Equalization Fund budget allocation for FY 2023/24,

223. Management of the Fund undertook the following measures 1o ensure that the amount is

recovered.

4) Ensured that the Kshs 13,900,000,000 for the 352 projects in the 2018 policy was covered
in the Budget Supplementary Estimates for the Financial Year 2023/2024 to facilitate the
implementation of pending project

b) Lobbied the National Treasury to double allocation for the next seven (7) years to cover
the funds not remitted,

Submissions by the Principal Secretary National Treasury

224. The Principal Secretary National Treasury made written submissions dated 2™ May, 2023,

as follows:

(1.)Entitlement to the Fund

2,

225. Article 204 (1) of the Constitution of Kenya 2010, stipulates that Equalization Fund annual

inflow shall be one half per cent (0.5%) of all the revenue collected by the national
government each year calculated based on the most recent audited accounts of revenue
received, as approved by the National Assembly. This is the basis upon which the National
Treasury arrived at the Fund's entitlements since financial vear 2011/2012.

226. The Constitution also requires in Article 204(3)(a), that usage of the Equalization Fund by

the National Government shall be only to the extent that expenditure of those funds has been
approved in an Appropriation Bill enacted by Parliament. Accordingly, the funds disbursed
were underpinned by the Equalization Fund Appropriation Acts for the financial years
2016/2017 and 2017/2018 approved by the National Assembly. The Fund’s entitlement as
per the most recently audited accounts of revenue as at 30" June, 2021 was Kshs
30,786,056,051 out of which Kshs 12,400,000,000 had been disbursed to the Fund leaving
arrears amounting to Kshs 18,386,056,051.

Challenges Encountered

2327, The Fund was operationalized in FY 2015/2016 and implementation has faced various

1=

challenges which have contributed to the delay in disbursements. Some of the challenges were

highlighted as follows:

I. The first policy on identifying marginalized areas was intended to cover the FYs
201142012, 201272013 and 2013/2014. However, there was a delay in approval of the
policy (approved in December, 2015). The approved policy covered FYs 2014/2016 and
2016/2017;

ii. There was an initial delay in granting approval of the guidelines for administration of the

Equalization Fund. The guidelines were approved by the National Assembly in 2016;



i, Delayed disbursement of funds from Equalization Fund due to lapse of the Equalization
Appropriation Act 2017, Although Article 204 (5) of the Constitution indicates that any
unexpended money in the Equalization Fund at the end of a particular linancial Year shall
remain in that Fund, there was need to harmonize the two to enable release of the retained
funds. A legal opinion was sort from the Attorney General that pranted continuous use ol
the Appropriation Act 2018,

iv. On 5" November 2019 the High Court made a ruling on Petition No.292 of 2016. The
ruling declared the Equalization Fund guidelines as unconstitutional, null and void. This
in effect disbanded the Equalization Fund Advisory Board and stopped any further
expenditure from the Equalization Fund and funding of the same;

v. The National Treasury was directed to develop new statutory instrument on the
administration of the Equalization Fund and the lengthy process of developing new
statutory instrument caused more delays in operationalization of Equalization Fund:

vi. Tight fiscal space to allocate and appropriate the full Equalization Tund entitlement;

vii. Development of a legal instrument to allow funding under the new Equalization Fund
Regulations has taken time to actualize, The Equalization Appropriation Bill 2023 is
currently at the National Assembly awaiting review. Funds will henceforth be disbursed
through counties as either conditional or unconditional grants; and

viii. The National Treasury is committed to ensure that the Fund is allocated necessary
resources, In the current budget for Financial Year 2022/2023. Kshs10.3billion has been
appropriated for the Equalization Fund,

Observations and findings of the Committee
228, The Committee observed the following.
i. The WNational Treasury has not remitted the remaining amount ol
Kshs18.386,056,051.
ii.  The Court Order delayed the remittance of funds by the National Treasury.
iii.  The National Treasury committed to allocating Kshs 10.3 billion to the Fund in the
current budget for Financial Year 2022/2023.
iv.  The matter remained unresolved.

Recommendations of the Committee
229, The Committee recommends that the National Treasury dishurses
Kshs18,386,056,051 owed to the Equalization Fund in the 2023/2024 Financial Year

End
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7.0 CONSIDERATION OF THE REPORT OF THE AUDITOR- GENERAL ON THE

FINANCIAL STATEMENT OF THE MECHANICAL AND TRANSPORT FUND-

NATIONAL YOUTH SERVICE

230. Mr. Amos N. Gathecha, EBS, ‘ndec’, (K) the Principal Secretary, State Department for

Public Service, appeared before the Committee on Thursday, 13th April 2023, to adduce
evidence on the audited financial statements for the National Youth Service — Mechanical
and Transport Fund for the Financial Year 2020 /2021. The minutes of the Committee
sitting, and submissions tabled by the Accounting Officer are annexed to this report He was
accompanied by;

Ms. Annie Haji - Head of Operations, NYS

Mr. Samuel Okeyo — Accountant

Ms. Jenifer Mureithi — Accountant

Mr. Gad Etyang - Accountant

du L b o=

7.1 Brief Background of the Mechanical and Transport Fund-National Youth Service
231, Mational Youth Service Mechanical and Transport Fund is established under the legal
notice No. 15 of 30th January 2011. The Fund's principal activity is to provide mechanical
and transport services. These include provision of equipment for development and
maintenance of infrastructure and wide range of mechanical and technical services to both
the public and private sector,

232, The object and purpose of the Fund is to ensure sustainability of commercial and enterprise
activities of the Service through; - commercializing some of the operations of the Service:
initiating, supporting and facilitating enterprise activities of the Service; providing resources
for the purchase, maintenance, renewal, and replacement of plant, machinery and equipment
of the Service; and supporting any other activities incidental to the sustainability of the Fund.

233, The sources of the Fund consist of ;-monies appropriated by the National Assembly for the
purposes of the Fund: income generated from commercial and enterprise activities of the
Service; monies received as user charges or fees; grants, donations and other gifts to the
Fund; any earnings, accruals or income generated from monies held by the Fund; income
from disposal of assets of the Fund subject to existing laws and regulations; income from
investment proceeds of the Fund; and money from any other source approved by the Cabinet
Secretary. The Administrator of the Fund is the Director-General of the Service
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7.1.1 REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR MECHANICAL

AND TRANSPFORT FUND-NATIONAL YOUTH SERVICE FOR THE FINANCIAL
YEAR 2020/2021

The Basis for Qualificd Audit Opinion
{1). Inaccuracy of Non-Current Assets
234. The Statement of financial position, as disclosed in Note 19, reflects a total non-current
assets balance of Ksh 4,059,317,242. However, since inception, the Management has not
valued the assets for financial reporting purposes, and the Council has not approved the
depreciation policy. In the circumstances, the accuracy and completeness of the non-current
asset balance of Ksh 4,059,317,242 could not be confirmed.

Submissions by the Accounting Officer
235. The Accounting Officer submitted the following:
i. The valuation of non-current assets commenced in 2019 and was split into two phases.
Phase one was completed by State Department for Public Works oflicers mandated 1o
undertake the exercises. Phase two is almost complete. The figure posted, therefore, is
the book value of the non-current assets and will be updated upon receipt of the figure
from the valuation report.

ii. The National Youth Service Council approved the Finance and Accounts Policies and
procedures manual during its 12th meeting held on 21st January 2021 under Minute
Number NYSC 08/21/01/2021. The policy outlines, among other finance and accounts
policies and procedures, the depreciation of the non-current assets of the service.

iii. A copy of phase | valuation report, extracts of the council minutes and the depreciation
of non-current assets of the Service, and a copy of the Finance and Accounts Policies
and Procedures Manual were availed to the Auditor General for verification.

Observations and findings of the Committee
236. The Committee observed that:

i. The Fund had not valued its assets since its inception and did not have an approved
depreciation policy,

il. The Fund has since developed and approved Finance and Accounts Policies and
Procedures Manual which outlines, among others the depreciation of the non-current
assets of the Service.

1. The valuation of the non-current assets was ongoing.

iv, The matter remained unresolved.

Recommendations of the Committee
237. The Committee recommends that the Accounting Officer puts in place adequate
measures to ensure all applicable accounting and financial policies, controls, systems,
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standards, laws and procedures are followed in accounting and preparation of financial
statements in compliance to the Provisions of the Public Finance Management Act, 2012
and its Regulations.

(2.) Unsupported Receivables

238, The statement on the financial position reflects receivables from the National Youth
Service units’ balances of Ksh 1,003,517,664 and receivables from external operations of
Kshs 641.736,869 totalling Ksh 1,645,254,533. However, supporting schedules were not
provided for audit verification. In addition, provisions for bad and doubtful debts were not
made for the receivables to recognize a possible impairment of the debts. In the
circumstances, the validity, accuracy and completeness of the receivables totalling Ksh
1.643,254,533 could not be confirmed.

Submissions by the Accounting Officer
239. The Accounting Officer submitted that the failure to provide the stated schedules was an
omission and a copy of schedules for receivables from the NY'S Units and external customers
was later submitted for audit verification. He also indicated that the National Youth Service
Council had approved the Finance and Accounts Policies and Procedures Manual during its
12th meeting on 21st January 2021 under minute number NYSC 08/21/01/202.

240). He further noted that the policy provides, among other provisions, for bad and doubtful
debts. An extract of the manual’s provisions for bad and doubtful debts was submitted for
audit verification.

Observations and findings of the Committee
241. The Committee observed that:
I. The Fund has since provided the schedules for the receivable balances as well as the
manual for provisions for bad and doubtful debts for audit verification; and
i, The matter is resolved.

Recommendations of the Commitiee
242, The Committee recommends that:

i. The Accounting Officer ensures timely provision of accounting documentation
required for audit verification as per the provision of Section 31 of the Public Audit
Act, 2015; and

ii. The Accounting Officer ensures that all applicable accounting and financial controls,
systems, standards, laws, and procedures are followed in the preparation of the
financial statements in compliance with Public Finance Management Act, 2012, and
in accordance with the standards prescribed by the Public Sector Accounting
Standards Board as per Regulation 101(4) of the Public Finance Management
{(National Government) Regulations, 2015.
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(3.) Unsupported overpayment for supplies
243. The statement of financial performance reflects an expenditure of Ksh 2,620,000 under the
supply of firefighting/disaster materials which, as disclosed in Note 13 to the financial
statements, includes an amount of Ksh 1,220,000 paid to a supplier during the year under
review. Records indicated that the supplier was issued an undated Local Purchase Order
(LPO) for supplying and delivering various items at the cost of Ksh 1.220.000.

244. However, the supplier could only supply materials worth Ksh 720,000, resulting in an
unexplained overpayment of Ksh 500,000. In addition, whether due diligence was carried
out to evaluate the firm's capacity to supply the items has not been disclosed. In the
circumstances, the validity and completeness of the expenditure totalling Ksh 500,000 could
not be confirmed.

Submissions by the Accounting Officer
243, The Accounting Officer submitted that:

1. The officer in charge signed LPC No. 3777073 but did not indicaie the daie [or signing
the LPO. The LPO was issued to M/S Bamine Enterprise for the supply of firefighting
materials of Ksh 1,220,000. The supplier delivered part of the materials valued at Ksh
720,000, Due to importation logistic challenges, the merchant could not service the
remaining order at the closure of the financial year. Consequently. the supplier issued a
credit note for the un-serviced order amounting to Ksh 320.000.

it. The Fund management realized when preparing the financial report that the LPO value
of Ksh 1,220,000 was captured instead of the actual value of Ksh 700,000 worth of
materials supplied. Consequently, the correction was made by expending Ksh 700,000
instead of Ksh 1,220,000

m. The Copies of the payment voucher, invoice LPO, delivery note, credit note, and other
documents were submitted for audit verification,

Observations and findings of the Committee
246. The Committee observed that:
i. The contracted supplier had no capacity to deliver firefighting/disaster materials
contracted at Ksh 1,220,000, The supplier delivered the materials worth Kshs 720,000
and returned Kshs 520,000,
ii. The matter is resolved,

Recommendations of the Committee
247, The Committee recommends that the Accounting Officer ensures that due diligence
is carried out when evaluating the eapacity of suppliers in compliance with the Public
Procurement and Asset Disposal Act, 2015 and its Regulation.
{4.) Unresolved Prior year audit issues
Submission by the Accounting Officer
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248. The Accounting Officer submitted that the issues were discussed during the examination
ol the State Department of public service accounts for the financial year 2019/2020, during
the appearance belore the Public Accounts Committee meeting on 9 November, 2021 and
recommendations were issued therein.

Observations and findings of the Committee

249, The Committee observed that:
Some of the prior-year audit issues remained unresolved as at 30 June 2021 against the
requirement of Section 68(2)(1) of the Public Finance Management Act, 2012;

i. The matter remained unresolved.

Recommendations of the Committee
231 The Committee recommends that the Accounting Officer should within three months
upon the adoption of this report, take appropriate measures to resolve any audit issues
that remain outstanding as required by Section 68(2)(I) of the Public Finance
Management Act, 2012 and Section 53(1) of the Public Audit Act, 2015 and submit the
status to the Office of the Auditor-General for audit verification.

(5.) Grounded Motor Vehicle
251. A review of the Fund’s assets revealed that seven (7) motor vehicles had been grounded
for a long time due to various mechanical reasons. Management has not made any efforts to
repair or to seek approval for the disposal of the vehicles. In the circumstances, the assets
continued to deteriorate, and any salvage value that could have been realized may be lost.

Submission by the Accounting Officer

252, The Accounting Officer submitted that:
The disposal of the seven (7) motor vehicles that were grounded was delayed awaiting the approval
ol the Asset Disposal Policy by the NYS Council. In addition, the delay in undertaking the phase
2 valuation of assets which covered motor vehicles affected the disposal.
Subsequently, the seven grounded motor vehicles were approved for disposal. However. a circular
REF OP/CAB.39/ 1 A dated 14 April 2022 from the Head of Public Services, stopped the exercises
until further notice,

Observations and findings of the Committee
233, The Committee observed that:
I The circular REF OP/CAB.39/ 1A dated 14 April 2022 from the head of public
services allowed entities to dispose obsolete goods with approval of the Cabinet
ii.  The matter is unresolved.
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Recommendations of the Committee
254. The Committee recommends that:
i. The Accounting Officer should seek the approval of the Cabinet as per the circular
REF OP/CAB.3Y% 1A to dispose the grounded vehicles.
ii. The Accounting Officer to ensure compliance with the provisions of the Public
Procurement and Asset Disposal Act, 2015, and its Regulations in the disposal of
the grounded vehicles.
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8.0 CONSIDERATION OF THE REPORT OF THE AUDITOR GENERAL ON THE
FINANCIAL STATEMENT OF THE NATIONAL RESEARCH FUND
255 Prof. Dickson Andala, the Chief Executive Officer, National Research Fund, appeared
before the Committee on 28" April 2023, to adduce evidence on the audited financial
statements for the National Research Fund for the Financial Year 2019/2020 and 2020 /2021,
The minutes of the Committee sittings and submissions tabled by the Accounting Officer are
annexed to this report. He was accompanied by

1. Mr. Charles Kunyoria - Senior Accountant

2. Mr. Elvis Musotsi - Accountant

3. Ms. Esther Wakere - Records Management Officer
4. Ms. Linet Koskei - Senior Research Grants Officer
3. Mr. Emmanuel Lutomia - Grants Officer

8.1 Brief background of the National Research Fund
256. The National Research Fund (NRF) was established under PART VI of the Science,
Technology, and Innovation (ST&I) Act (No, 28 of 2013). NRF falls under the
Ministry of Education, State Department for University Education and Research, At
the Ministry level, the Cabinet Secretary for the Ministry of Education is responsible
for the general policy and strategic direction of NRF,

Mandate of the Fund,
257. The Act stipulates that, “the objective of the Fund shall be to facilitate research for
the advancement of Science, Technology and Innovation.” The Fund monies may be
applied for the following purposes:
i. Award of contracts, grants, scholarships or bursaries or any other award
determined by the Commission to persons or institutions;
ii. Provide financial support for the acquisition or establishment of research facilities;

iii. Develop appropriate human resources and research capacity in the areas of Science,
Technology and Innovation

iv. Financing research systems in all sectors and all levels of education:

' Funding the cooperation and sharing of research information and knowledge,
mcluding supporting conferences, workshops, seminars, meetings and other
SYmposia,
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The functions of NRF are to:
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1)

i)
iii)

1v)

vi)

vii)

viit)

%)

X)
1)

Xii)

Mobilize resources for the national inovation systems from the Government.
the private sector, venture capital, development partners and other sources:
Prudently manage and invest the funds so mobilized.

Support the development of human resources through grants to persons or
research institutions or universities pursuing posigraduate programs in
prioritized areas of Science, Technology, and Innovation with priority being
given to marginalized indigent communities:

Support the development of research capacities in the national priority areas of
Science, Technology and Innovation.

Allocate funds for research and promote multi-disciplinary collaboration among
universities and research Institutions, Evaluate the needs, status and results of
research financed through the Fund.

Provide financial support for the development of research facilities by
universities, research institutions and other badies identified by the Commission.
Provide financial support for participation in international scientific activities
through mamtamming membership to  appropriate  international  science
organizations.

Provide financial support for collaboration, cooperation and sharing of research
information and knowledge, including supporting conferences, workshops.
seminars, meetings and other symposia;

Promote the provision of an information infrastructure linking research
institutions to facilitate cooperation and sharing of research information and
knowledge.

Initiate liaison with bodies involved in the protection of intellectual property
rights;

Compile and maintain national database of research and innovation funded hy
the Fund.

Perform the monitoring and evaluation of the resulis and impact of the research
activities financed out of the Fund.



8.1.1 REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR NATIONAL
RESEARCH FUND FOR THE FINANCIAL YEAR 2019/2020
The basis of a Qualified opinion

(1.} Unconfirmed Research Program Grants
258, The statement of financial performance reflects research program grants of
Kshs1.032,477,159. However, confirmations by the recipients of grants amounting to
Kshs872,989.151 [2019: Kshs635,657.943] were not provided for audit verification. Under
the circumstances, the accuracy and validity of the reported balance of Kshs1,032,477,1359
for research program grants could not be confirmed.

Submission by the Accounting Officer
259. The Accounting officer submitted that the grants un-acknowledged from the institutions
had been fully acknowledged as per the schedule of copies. He indicated that currently the
grants issued Lo institutions were acknowledged in time and up to date due to the monitoring

and evaluation committee in place.

Observations and findings of the Committee
260. The Committee observed that:

I The grants which had not been acknowledged have since been fully acknowledged
as per the schedules provided;

i A monitoring and evaluation committee is currently in place to ensure that grants
issued are acknowledged in time;

1, The matter was resolved.

Recommendations of the Committee
261. The Committee recommends that the Accounting Officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are
followed in the preparation of the financial statements in ecompliance with Public
Finance Management Act, 2012 and in accordance with the standards preseribed by
the Public Sector Accounting Standards Board as per Regulation 101(4) of the Public
Finance Management (National Government) Regulations, 2015,

{2) Unexplained Adjustments
262. The statement of financial position reflects a cash equivalents balance of Kshs131,544.,510
which was arrived at after an unexplained adjustment of Kshs4 1,224,066 in the financial year
20182019, Further, the statement of financial position reflects a pavables balance of
Kshs71.034,553 which was also adjusted by an unexplained amount of Kshs39,759,660 in
financial year 2018/2019.

263. In addition, the siatement of cash flows reflects cash and cash equivalents at end of year
balance of Kshs130.188,831 which differs from the balance of Kshs131,544,510 reflected in
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the statement of financial position as at 30 June 2020, The resultant difference of
Kshs1,355,679 was not explained or reconciled. Under the circumstances, the accuracy and
validity of the cash and cash equivalents balance of Kshs131.544.510 and payables of
kshs71,034,553 as at 30 June 2020 could not be confirmed.

Submissions by the Accounting Officer
264, The Accounting Officer submitted that the adjustment of Kshs41,224.066 in the statement
of financial position as well as payable of Kshs39,759,660 was due to reconciliation error.
He indicated that the difference in the cash and cash equivalent of Kshs 1,355,679 was due
to a pre-payment in the financial year 2018/19 that was not recognized. He provided that the
Payables balance of Kshs71,034,553 is as detailed in the table below:

Date Payee Voucher.NO Amount (Ksh)
131172020 126 PHD Grant |

projects 001 24,790,022
13/11/2020 [nnovation Grants 002 28,770,000
10/02/2023 Research Grants 001 1,302,159 -

Administration  and
7/03/2022 operating expenses 010 8,038,292

Alpex Consulting
J0/04/2021 Africa Limited 377 2. 300,280

Alpex Consulting
29/001/72021 Africa Limited 236 ) J.R33.800 .
12/12/2021 Auditor General 0293 1,000,000
14/07/2021 Auditor General 027 1.000,000

| TOTAL ) 71,034,553

265. Further, He informed to the committee that currently the reconciliations were up to dale
since the fund had emploved its own staff.

Observations and findings of the Committee
266. The Committee observed that:

i The unexplained adjustment of Ksh41,224,066 as well as payables of Kshs39,759 660
was due to reconciliation error;
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i The difTerence in the cash and cash equivalent of Kshs 1,355,679 was due to a pre-
payment in the financial year 2018/19 that had not been recognized; and
I, The matter was resolved.

Recommendations of the Committee
267, The Committee recommends that the Accounting Officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are
followed in the preparation of the financial statements in compliance with Public
Finance Management Act, 2012 and in accordance with the standards prescribed by
the Public Sector Accounting Standards Board as per Regulation 101(4) of the Public
Finance Management (National Government) Regulations, 2015,

(3) Financial performance
268, The statement of financial performance as at 30 June, 2020 reflects a deficit of
Kshs243,357.001 reducing the accumulated surplus from Kshs334,404,494 reported as at 30
June, 2019 to Kshs91.047,493 as at 30 June, 2020. If strategies are not put in place to reverse
the trend the Fund is likely to face financial challenges soon.

Submission by the Accounting Officer
269. The Accounting Officer submitted that the delay of government exchequer and reduced
budget allocation during the year affected expenditure and planned activities. He noted that
the operations were also affected by COVID-19 pandemic restrictions including lockdown,

Observations and findings of the Committee
270. The Committee observed that:
L. The financial performance reflected a deficit of Ksh243,357,001,
Ii. The deficit was because of the delay of government exchequer and reduction of
budget allocation which affected expenditure and planned activities,
iil. The operations were also affected by Covid 19 pandemic restrictions.
v, The Matter remained unresolved

Recommendations of the Committee
271. The Committee recommends that the National Treasury should fund the Entity to
effectively achieve its objectives and mandate.

(4) Budgetary control and performance
272, The statement of comparison of budget and actual amounts reflects an approved revenue
budget of Kshs1,623,037,923 against actual receipts of Kshs822.718.961 resulting to a
deficit of Kshs800,318,962 or 49%. Similarly, the statement reflects an approved expenditure
budget of Kshs1,623,037,923 against actual spending of Kshsl 066,075,890 resulting in an
under-expenditure of Kshs556,962,033 or 34%.
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273. The receipts deficit was attributed to a reduction in Government grants and subsidies during
the year under review. The under-funding and under-expenditure affected the planned
activities and may have impacted negatively on service delivery to the public.

Submission by the Accounting Officer
274, The Accounting Officer submitted that the reduction of government grants and subsidies
during the year affected expenditure and planned activities. In addition. he noted that the
operations were also aflected by covid 1% pandemic restrictions including lockdown. e
indicated that the budget was now balanced.

Observations and findings of the Committee
275. The Committee observed that:

1. The under expenditure was due to the reduction of government grants and subsidies
which affected expenditure and planned activities.

ii. The operations were also affected by Covid-19 pandemic restrictions.

1l. The matter was resolved.

(3) Lack of Substantive Office Holders

276. During the yvear under review, the Fund had no permanent stafT and its operations were
carried out by seven (7) officers seconded from the State Department for University
Education and Research. The Chief Executive Officer was also serving in an acting capacity.
This impaired the operation of the Fund as segregation of duties was not achievable. Further,
there seems to be no imtiative by the board of trustees to recruil its own emplovees for
effective and efficient operation. In the circumstances, good povernance lor ellicient
operations of the Fund was not achieved.

Submissions by the Accounting Officer
277. The Accounting Officer submitted that the anomaly had been rectified and the Fund
currently had a substantive Chief Executive Officer and employees recruited in the
2022/2023 financial year. He also noted that the segregation of duties was due to the increase
in availahle staff.

Observations and findings of the Committee
278. The Committee observed that:
K Management experienced staffing challenges where they were understaffed.
il Management cuwrrently had eleven (11) staff, paid by the Fund, twelve (12)
deployed by the Government and they were expecting two more 1o be deploved.
il The Matter remained unresolved.

Recommendations of the Committee
279. The Committee recommends that the Accounting Officer ensures optimal staffing
levels for effective operationalization of the Fund.



8.1.2 REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR NATIONAL
RESEARCH FUND FOR THE FINANCIAL YEAR 2020/2021

(1.)Unconfirmed Research Programs Grants
28U, The statement of financial performance reflects research programs grants expenditure
amount of Kshs254, 369,475 as disclosed in Note 10 to the financial statements. Included in
the total grant expenditure are grants totaling Kshs248, 990,475 that were confirmed and
acknowledged by the respective recipients leaving an un-acknowledged and un-confirmed
amount of Kshs5, 379,000. In the circumstances, the accuracy of the Un-acknowledge grants
of Kshs3, 379, 000 could not be confirmed,

Submissions by the Accounting Officer
281, The Accounting Officer submitted that the unacknowledged grants amouniing to
Kshs3,379,000 had since been acknowledged to the tune of Kshs4,833,240. He explained
that currently the grants issued to institutions were acknowledged in time and are up to date
since there is a monitoring and evaluation committee in place.

Observations and findings of the Committee
282, The Commitlee observed that:

1. The grants un-acknowledged from the institutions has been fully acknowledged as
per the schedule of copies;

ii. A monitoring and evaluation committee was currently in place to ensure that grants
1ssued were acknowledged in time; and

iii. The Matter was resolved.,

Recommendations of the Committee
283, The Committee recommends that the Accounting Officer ensures that all applicable
aceounting and financial controls, systems, standard, laws and procedures are followed
in the preparation of Annual Reports and financial statements and in accordance with
the standards prescribed by the Public Sector Accounting Standards Board and in
compliance with regulation 101 (4) of the public finance management (National
Government) Regulations, 2012,

{2.)Unsupported cash and cash equivalents balance
284, The statement of financial position reflects cash and cash equivalents amount of
Kshs60,106,917, as disclosed in Note 11 to the financial statements, which includes a balance
of Kshs11,162,390 referred to as returned payment of grants. However, no supporting
documents were provided for the returned payment of grants. In the circumstances, the
accuracy of cash and cash equivalents balance of Kshs11,162,390 could not be confirmed.
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Submissions by the Accounting Officer

285. The Accounting Officer submitted that the amount of Kshs11.162.390 had been returned
from Moi University as reflected in the bank statement of KCB on 11/08/2021 and recorded
in the cashbook on 11/08/2021. He explained the anomaly was supported by the bank
statement, extract of the cashbook and Receipt voucher Number.

Observations and findings of the Committee
286. The Committee observed that:
1. The amount of Kshs11,162,390 was returned from Moi University as reflected
in the bank statement of KCB and recorded in the cashbook;
1. The Amount was supported by the cashbook and Receipt voucher Number; and
iii. The matter was resolved.

Recommendations of the Committee
287. The Committee recommends that the Accounting Officer should ensure that all
applicable accounting and financial controls, syvstems, standard, laws and procedures
are followed in the preparation of Annual Reports and financial statements and in
accordance with the standards prescribed by the Public Sector Accounting Standards
Board and in compliance with regulation 101 (4) of the public finance management
{National Government) Regulations, 2012.

(3.)Unexplained adjustments included in the payables balance
288. The statement of financial position reflects pavables amounts of Kshl3,464 549 that as
previously reported is the net of an unexplained adjustment of Ksh39.759.660 that was
passed in the financial year 2018/2019. In the circumstances, the accuracy ol the payables
balance of Kshs 15,464,549 could not be confirmed.

Submissions by the Accounting Officer
289. The Accounting Officer submitted that the adjustment of Kshs41,224,066 in the statement
of financial position as well as payable of Kshs39,759,660 was due to reconciliation error.
He indicated that the difference in the cash and cash equivalent of Kshs 1,355.679 was due
to a pre-payment in the financial year 2018/19 that was not recognized. He stated that the
payables balance of Kshs71,034,533 is as detailed in the table below:

Date Payee Youcher.NO Amount (Ksh)
13/11/2020 126 PHD  Grant _— =
- projects 001 24,790,022
13/11/2020 ' o
| Innovation Grants nnz 28,770,000
| 10/02/2023 ' B
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Research Grants 001 1,302,159
Administration  and
TM03/2022 operating expenses
010 8,038,292
30/04/2021 Alpex  Consulting
Africa Limited 377 2,300,280
' 29/01/2021 Alpex  Consulting
Africa Limited 236 3,833,800
12/12/2021 Auditor General 0293 1,000,000
14072021 | Auditor General 027 1,000,000
TOTAL 71,034,553

290. Further, he informed the committee that currently the reconciliations were up to date since
the fund had employed its own staff.

Observations and findings of the Committee
291. The Committee observed that:

i. The unexplained adjustment of Kshs41.224,066 as well as payables of
Kshs39,759 660 was due to a reconciliation error.,

Ii. The difference in the cash and cash equivalent of Kshs 1,355,679 was due to a
pre-payment in the financial year 2018/19 that had not been recognized;

11, The Fund had employed its own staff resulting to reconciliations being up to
date; and

iv. The matter was resolved.

Recommendation of the Committee
29Z. The Commiitee recommends that the Accounting Officer should ensure that all
applicable accounting and financial controls, systems, standard, laws and procedures
are followed in the preparation of Annual Reports and financial statements and in
accordance with the standards preseribed by the Publie Sector Accounting Standards
Board and in compliance with regulation 101 (4) of the public finance management
{National Government) Regulations, 2015,

(4.)Irregular Payments to Board Members
293. The statement of financial performance reflects board expense totaling Ksh8,445,.244. The
board expenses include a balance of Ksh182,000 paid for a full board meeting held on 17th
luly, 2020 where three board members were paid at a rate higher than the approved rate
contrary to Office of the President Circular on Guidelines on Terms and Conditions of
Service for State Corporations Chief Executive Officers, Chairmen and Board Members
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dated 23rd November, 2004 which provided taxable sitting allowance of up to a maximum
of Ksh20,000 per sitting to the chairman and directors. Under the circumstances. the aceuracy
and validity of the board expense amount of Ksh182.000 could not be confirmed.

Submissions by the Accounting Officer

294. The Accounting Officer submitted that the payment schedule was for Ksh182,000. He
noted that three board members had attended two meetings and were paid a net of Ksh30,000
each. while the other five board members had anended one meeting and each paid
Kshs15,000 net of PAYE at the rate of 25% on gross. In addition, he noted that one board
member (the chairperson) was paid Kshs17,000 which was meant for one meeting
comprising of Kshs15,000 for sitting allowance and Kshs2.000 for lunch. He lurther
explained that the members were paid based on attendance.

Observations and findings of the Committee
295. The Committee observed that:

g The payment schedule provided was for Ksh182,000;

1, Three of the board members had attended two meetings cach while the other live
board members had attended one meeting each;

iii. One board member (the chairperson of the board) was paid both sitling allowance
and lunch for one meeting;

v, The board members were paid based on attendance; and

v, The matter was resolved.

Recommendation of the Committee
296. The Accounting Officer should ensure that all applicable accounting and financial
controls, systems, standard, laws and procedures are followed in the preparation of
Annual Reports and financial statements and in accordance with the standards
prescribed by the Public Sector Accounting Standards Board and in compliance with

regulation 101 (4) of the public finance management (National Government)
Regulations, 2015

{5.)Financial performance

297. The statement of financial performance reflects a deficit of Kshs31,120,383 for the year
resulting in the depletion of accumulated surplus from Kshs91,047.493 reported as at 30
June, 2020 to Kshs59,927,110 as at 30 June, 202]. In the circumstances, the Fund is likely
to face financial challenges soon if strategies are not put in place to reverse the trend.

Submissions by the Accounting Officer
298. The Accounting Officer submitted that that the delay of government exchequer and
reduction of budget allocation during the year under Audit had an effect on expenditure and

planned activities. He noted that the operations were also affected by COVID-19 pandemic
restrictions including lockdown.
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Observations and findings of the Committee
299, The Committee observed that:
i. The financial performance reflected a deficit of Kshs31,120,383;
i The deficit was because of the delay of government exchequer and reduction of
budget allocation which affected expenditure and planned activities;
jii. The operations were also affected by COVID -19 pandemic restrictions; and
v, The matter remained unresolved,

Recommendation of the Committee
300, The Committee recommends that the National Treasury should ensure timely
disbursements of Funds.

{6.) Budgetary Control and Performance

301.  The statement of comparison of budget and actual amounts reflects an approved
revenue budget of Kshs345437,923 against actual receipts of Kshs303,037,923
resulting to a revenue shortfall of Kshs42,400,000 or 12% of the budget. Similarly, the
statement reflects an approved expenditure budget of Kshs345,437,923 against actual
spending of Kshs334,158,306 resulting to an under-expenditure of Kshs11,279.617 or
3% of the budget. The receipts deficit was attributed to a reduction in Government
grants and subsidies during the year. The under-funding and under-expenditure
affected the planned activities of the Fund and impacted negatively on service delivery
to the public.

Observations and findings of the Committee
302, The Committee observed that:
i. The Budget performance reflected a revenue shortfall of Kshs42,400,000 or
12% of the budget and an under-expenditure of Kshs11,279,617 or 3% of the

Budget;
ii. The deficit and under expenditure were due to the reduction of government
grants and subsidies which had an effect on expenditure and planned activities;
1i. The operations were also affected by COVID-19 pandemic restrictions; and
v The matter was resolved.

{7) Unresolved prior-year issues
303. In the audit report of the previous year, several paragraphs were raised under the Report on
Financial Statements and Report on Effectiveness of Internal Controls, Risk Management
and Governance. However, Management did not resolve the issues as required or given any
explanation for failure to adhere to the provisions of the Public Sector Accounting Standards
Board template.
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Submission by the Accounting Officer
304. The Accounting Officer submitted that the matter had been resolved by the appointment of
Board of Trustees who manage the Fund operations. He explained that the Risk management
1ssue had been addressed through the employment of the internal auditor. He Further noted
that the Fund had an operational monetary and evaluation commitiee that monitors and
eviluates grants received and issued Lo institutions for research.

Observations and findings of the Committee
305. The Committee observed that:

I A Board of Trustees has been appointed to Manage the Fund Operations.

1i. An internal Auditor was employed by the fund to addresses the risk management
ISSLIE.

tii.  The Fund had an operational monetary and evaluation committee that monitors and
evaluates grants received and issued to institutions for research.

iv. The matter was resolved.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC
RESOURCLS

{8) Lack of a substantive Board Chairperson

306. During the year under review, the Fund operated without a board chairperson contrary 1o
Section 32(4) of the Science, Technology, and Innovation Act, 2013, which states that the
Fund shall be managed by a Board of Trustees which shall consist of nine members to be
appointed by the Cabinet Secretary. The Chairperson, being a person with knowledge and
experience in matters related to [inance, investment, and fundraising. The Board was
therefore not properly constituted due to the delay in appointing a substantive Chairperson
which may have affected the deliberations and decisions by the Board. In the circumstances.
the Fund operated in breach of the law.

Submissions by the Accounting Officer
307, The Accounting Officer submitted that there was no substantive board chair during the year
under audit and some of the board members’ term had expired. He however informed the
committee that currently they had a Board of Trustees and a chairperson whor was appointed
on 13" of July 2022,

Observations and findings of the Committec
308, The Committes observed that:

i At the time of audit there was no substantive board chair or board of trustees,
i Currently a board of trustees and a chairperson were appointed on 13" July, 2022,
il Management was in breach of law in the matter as they operated without a Board of

trustees and a chairperson of the board.
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1% The Matter remains unresolved.

Recommendations of the Committee
309. The committee recommends that:

i. The Accounting Officer should ensure that the appointing authority is notified
to appoint the new board of directors and chair at least 6 months before the
expiry of the term of the existing board.

ii. The appointing authority should appoint a new board of directors immediately
after the expiry of the term of the existing board for effective operations and
management of the Fund.

(8) Unapproved Extra Board and Committee meetings

310, Review of records revealed that the Fund paid for ten (10) full board meetings and eight
(8) Finance and Administration Committees’ meetings which exceeded the stipulated
maximum number ol six (6) meetings in a financial year as provided in OP circular reference
OPCADRYIA dated 11 March, 2020. No approval from the parent ministry Cabinet
Secretary was provided contrary to Paragraph A (3) of the eircular which states that approval
for any extra board meetings (including special board meetings) above the maxinmum number
specified shall require a justification by the board as to the source of funds, and implications
thereof, and reasons why the same cannot be adjudicated in regular meetings, which request
shall be submitted for approval by the relevant Cabinet Secretary, in consultation with
SCAC. In the circumstances, management was in breach of the guidelines.

Submissions by the Accounting Officer
311, The Committee recommends that the Accounting Officer admitted that unapproved extra
board and committee meetings were paid for during the financial year. He explained that
during that period, the Board of Trustees were involved in the process of recruitment. He

noted that it was an oversight by the Fund management and committed that it would not be
repeated.

Observations and findings of the Committee
312. The Committee observed that:
i. Management paid for unapproved extra board and committee meetings;
il Management was in breach of law in the matter: and
iii. The matter remains unresolved.

Recommendations of the Committee

309 The Committee recommends that:
i. The Accounting Officer should within three months of the adoption of this report,
recover the amount paid to the relevant Board Members in contravention of the Board
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manual, the Board Charter service Charter and the Science Technology and
Innovation Act; and

il. The Accounting Officer should comply with the Public Service Commission (PSC)
Human Resource Policies and Procedures Manual and NRF Human Resource Policy,
Board mapual and Charter, and the Service Charter when dealing with human
resource and Board issues.

REPORT ON THE EFFECTIVENESS OF INTERNAL CONTROLS, RISK
MANAGEMENT, AND GOVERNANCE

Lack of Substantive Office Holders

313. Dunng the year under review, the Fund had no permanent staff and iis operations were
carried out by seven (7) officers seconded from the State Department of University Education
and Research. The Chief Executive Officer was also serving in an acting capacity. This
impaired the operation of the Fund as segregation of duties was not achievable, Further, there
seemed to be no imtiative by the board of Trustees to recruit its own employees for effective
and efficient operation. In the circumstances, good governance [or efficient operations of
the Fund was not achieved.

Submission by the Accounting Officer
314, The Accounting Officer submitted that the anomaly was rectified and the Fund currently
had a substantive Chief Executive Officer and the recruited in the 2022/2023 financial year,
He also noted that the segregation of duties was due to the increase in available staff.

Observations and Findings of the Committee
315, The Committee observed that:
i The Fund had eleven (11) staff, paid by the Fund, twelve (12) deployed by the
Government and they were expecting two more;
1. The Matter remained unresolved.

Recommendations of the Committee
316. The Committee recommends that the Accounting Officer ensures optimal staffing
levels for effective operationalization of the Fund.
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9.0 CONSIDERATION OF THE REPORT OF THE AUDITOR GENERAL ON THE
FINANCIAL STATEMENT OF THEYOUTH ENTERPRISE DEVELOPMENT FUND
317. Mr. Josiah Moriasi, the Chief Executive Officer of Youth Enterprise Development Fund,
appeared before the Committee on 27 April 2023 to adduce evidence on audited financial
statements for the Youth Enterprise Development Fund for the financial years 2018/2019 to
2020/2021. The minutes of the Committee sittings and submissions tabled by the Accounting
Officer are annexed to this report. He was accompanied by:

1. Mr. Benson Muthendi - Cooperate, Communication
Manager,

2. Ms. Maureen Bosire - Ag, Supply Chain Officer

3. Mr. Robert Mururi - Senior Accountant

4. Mr. Benedict Atavachi - Finance Manager

2. Mr. Samuel Kibutj - Credit Manager

9.1 Brief Background of the Youth Enterprise Fund
318, The Youth Enterprise Development Fund was established under the Legal MNotice No.63
of May 2007, The Youth Enterprise Development Fund is domiciled in Kenya and has
offices in all 47 counties. The Fund falls under the Ministry of ICT, Innovation and Youth
Affairs, which is responsible for the Fund's general policy and strategic direction.

319. The mussion of the Youth Enterprise Development Fund is to increase economic
opportunities for and participation by Kenyan youth in nation-building. The Fund was
established to:

a.
b.

BE

Provide loans to and for on-lending to youth enterprises.

Attract and facilitate investment in micro, small and medium enterprises
oriented commercial infrastructure to benefit youth enterprises.

Support youth-oriented micro, small and medium enterprises to develop
linkages with large enterprises.

Facilitate marketing of products and services of youth enterprises both in the
domestic and the international markets

Provide business development services to youth enterprises

Facilitate employment of youth in the international labour



9.1.1 REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR THE YOUTH

ENTERPRISE DEVELOPMENT FUND FOR THE FINANCIAL YEAR 201872019

The basis for the Adverse opinion

(1) Unsupported Cash flow Statements
320, The statement of cash flows reflects a balance of Kshsl1 76,921,415 under cash and cash

equivalents. However, the net operating profit before working capital changes includes prior
year adjustments of Kshs2,160,330 and accumulated depreciation charges of Kshs2. 302,953
all totaling to Kshs4,463,283 which have not been explained. Under the circumstances, the

accuracy of the cash and cash equivalents balance of Kshs176, 921,415 as at 30 June, 2019
could not be confirmed.

Submission by the Accounting Officer
32]1. The Accounting Officer submitted that Kshs 2,302,953 relates to the correction of

overstated depreciation, and Kshs2, 160,330 relates 1o various transactions omitted in the year
2017/18

Observations and Findings of the Committee
322, The Committee observed that:
1.  The Fund did not provide explanations and schedules supporting the prior year adjustments
of Kshs2,160,330 and accumulated depreciation charges of Kshs2,302,953; and
1.  The matter remains unresolved.

Recommendations of the Committee

323. The Committee recommends that:

i. The Accounting Officer should within three months upon the adoption of this report
submit the supporting schedules of Kshs2,160330 and accumulated depreciation
charges of Kshs2,302,953 to the Auditor-General for Audit verification;

ii. The Accounting Officer fast tracks the process of digitizing the Fund’s accounting
operations;

jii. The Accounting Officer to ensure fimely provision of accounting documentation
required for audit verification as per the provision of Section 31 of the Public Audit
Act, 20015;and

iv. The Accounting Officer ensures that all applicable accounting and financial controls,
systems, standards, laws, and procedures are followed in the preparation of the
financial statements and in accordance with the standards preseribed by the public
sector Accounting standards Board and in compliance with regulation 101 (4) of the
public finance management (National Government) Regulations, 2012,

(2.)Non- Compliance with IPSAS Acerual Basis of Accounting — Tuek Shops rental

324, The statement of financial performance reflects a balance of Kshs42, 096471 under
revenue from exchange transactions, including interest and fees of Kshsd1, 199302, The
interest and fees included Kshs202.075 for rental income from tuck shops. However,
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information and records availed for audit indicated that rent revenue from tuck shops was
recognized when received and not when earned, contrary fo the International Public Sector
Accounting Standards (IPSAS) accrual basis of accounting.

325. Further, information and records availed for audit verification indicated that dur; ng the year
under review, the Fund owned one hundred and fifty - nine (159) tuck shops, all of which
were occupied by tenants as evidenced by the lease agreement and the occupation was for
twelve (12) months. In this case:

i, Kshs 202,075 in rental income from the tuck shop was recognized when
received and not when earned.

i Kshs4 476,000 was the expected return on 159 tuck shops, but only
k.shs202.750 was recognized, resulting in a variance of Kshs4,273,925,

Submissions by the Accounting Officer
326, The Accounting Officer submitted that:
i. The stalls were established as a social enterprise, and an incubation period was given to
the business outlets to enable them to gain traction.
ii. The amount of Kshs202,075 was collected from the stalls after the incubation period.
it Kshs4,273.925 related to unoccupied tuck shops, which, if billed, would have
contravened the accruals concept.

Observations and Findings of the Committee
327. The Committee observed that:
I.  The Fund did not provide any documentary evidence to show that the premises were not

occupied;

i.  The Fund did not provide any documentation to show a waiver of payments in incubation
period;

ii.  The Fund violated the International Public Sector Accounting Standards (TPSAS) accrual
basis of accounting by recognizing rent revenue when received and not when earned; and

1v.  The matter remains unresolved.

Recommendations of the Committee

328. The Committee recommends that:

. Within three (3) months after the adoption of this report, the Accounting Officer
provides documentary evidence to show that the Fund did not receive rent revenue
from the premises which were not occupied and that there was a waiver of payments
during the incubation period; and

ii.  The Accounting Officer prepares the financial statements in a form that complies with
the relevant accounting standards preseribed by the Public Sector Accounting
Standards Board in compliance with Regulation 101(4) of the Public Finance
Management (National Government) Regulations,
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{3.) Depletion of Revolving Fund
329, The statement of financial position as at 30 June, 2019 reflected a revolving fund balance
of Kshs3, 802,458,856. However, although the amount was supposed to represent the loans
advanced to the youth and any balance held in the bank account, the current assets balance
of Kshs2, 708,619,514 had a shortfall of Kshsl1, 093,839,342 1w match the revolving [und.

330, This implied that the Fund Management had, over time, utilized Kshs1, 093,839,342 of the
revolving funds for recurrent expenditure, thereby affecting the sustainability of the Fund,
Further, no reallocation approvals were availed for audit verification to support the utilization
of conditional grants on recurrent expenditure, Under the circumstances, the sustainability of
the revolving Fund was at risk and doubtful.

Submissions by the Accounting Officer
331. The Accounting Officer submitted hat the difference was attributed to the acquisition of
capital assets, other receivables, and reallocation to various programs under the Fund’s
mandate as follows;
a) Purchase of hatchery (for on-lending) - 199,500,000
b) Purchase of fixed Assets — 556, 605, 332
¢) Program Support Expenses 337,734,010
132, He further noted that the recurrent and development expenditure were lumped together, but
an approved budget supported every expenditure.

Observations and Findings of the Committee
333, The Committee observed that:

i.  The accounting officer did not provide supporting documents on journal entries, approval
of the journals, revised ledgers, and approved budgets to explain the depletion of the
revolving fund for audit verification; and

ii.  The matter remains unresolved.

Recommendations of the Committee
334, The Committee recommends that:

i. The Accounting Officer takes appropriate measures to resolve the outstanding
audit issue as required by Seetion 68(2)(I) of the Public Finance Management Act,
2012 and Section 53(1) of the Public Audit Act, 2015 within three months upon the
adoption of this report.

ii. The Accounting Officer provides supporting documents on journal enfries,
approval of the journals, revised ledgers, and approved budgets to the Auditor-
General for Audit verification within three months upon the adoption of this report.

a1



(4.)Statement of Changes in Net Assets

335. The statement of changes in net assets under accumulated surplus reflects a figure of
Kshs5,000,000 described as a change in the accumulated fund for which no supporting
documentation or explanations were provided for audit verification. Further, as reported
previously, the opening balance on the statement of changes in net assets balance as at 30
June, 2016 totaled Kshs2,774,049,064 after recasting, which was at variance with the
recorded balance of Kshs2,774,482,625 resulting in a variance of Kshs. 432,999, which has
not been explained or reconciled to date. Consequently, the accuracy of the statement of
changes in net assets for the vear ended 30 June 2019 could not be confirmed.

Submissions by the Accounting Officer
336. The Accounting Officer submitted that the net assets under the statement of [inancial
position, the statement of changes in net assets, note 20 and 21 should all be the same. The
inclusion of the Kes 5,000,000 in the statement of changes in net assets instead of the Kes
2,160,330 which appears under note 20, note 21 and the statement of net assets is purely an
EITor.
337. A similar scenario explains the variance of Kes 432,999 under statement of changes in net

assets for the financial year 2015/16 which was discussed in the previous presentation to
Parliamentary Committee during the 2016/17 & 2017/18 deliberations.

Observations and Findings of the Committee
338. The Committee observed that:

i.  The Fund did not maintain an accurate and complete asset register as per the requirements
of Regulation 143 of the Public Finance Management (MNational Government)
Regulations;

1. The Fund did not provide supporting documentation or explanations for audit verification
on the variance of Kshs432,999, and KshsS, 000,000 reflected under the statement of
changes in net assets; and

iil.  The matter remains unresolved.

Recommendations of the Committee

339, The Committee recommends that:

i. The Accounting Officer ensures timely provision of accounting documentation
required for audit verification as per the provision of Section 31 of Public Audit Act,
2015;

ii.  The Accounting Officer should within three months of the adoption of this report
ensure that financial statements are accurate, reliable, complete and ensure
adherence to accounting standards prescribed by the Public Sector Accounting
Standards Board as provided by Section 81(3) of the Public Finance Management
Act, No. 18 of 2012 and PFM (NG) Regulation 100 and 101{4); and

iii.  The Accounting Officer should within three months of the adoption of this report
ensure that the Fund maintains a complete asset register as per the requirements of
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Regulation 143 of the Public Finance Management (National Government)
Regulations.

(5.) Accumulated Surplus

340, The statement of financial position reflects an accumulated deficil balance of Kshsl.
(21,008,021. However, the balance does not agree with the accumulated deficit balance as
per the statement of changes in net assets of Kshs1, 023,847,695, The resultant difference of
Kshs2, 839,675 between the two sets of figures has not been explained or reconciled. Further,
Note 20 to the financial statements reflects a prior vear adjustment of Kshs2, 160,330 that has
neither been supported nor explained. Consequently, the accuracy of the accumulated deficit
balance of Kshsl, 021,008,021 as at 30 June, 2019 could not be confirmed.

Submissions by the Accounting Officer
341, The Accounting Officer submitted that the variance was an error. He further noted that the

fund had automated its financial system hence no recurrence of errors was expected going
forward.

Ohservations and Findings of the Committee
342, The Committee observed that:

i.  The Fund did not provide supporting documentation and schedules on the prior yedr
adjustment of Kshs2,160,330 and the variance of Kshs2, $39.675 between the
statement of changes in net assets and statement of financial position; and

1.  The matter remained unresolved.

Recommendations of the Committee
343. The Committee recommends that:

i.  The Accounting Officer should within three months of the adoption of this report
provide the supporting documentation and schedules of the prior year
adjustment of Kshs2,160,330 and the variance of Kshs2, 839,675 to the Auditor
- General for verification.

ii. The Accounting Officer ensures timely provision of accounting documentation
required for audit verification as per the provision of Section 31 of the Public
Audit Act, 2015;

iti.  The Accounting Officer ensures that financial statements are accurate, reliable,
complete and ensure adherence to accounting standards prescribed by the Public
Sector Accounting Standards Board as provided by Section 81(3) of the Public
Finance Management Act, No. 18 of 2012 and PFM (NG) Regulation 100 and
101(4).

(6.) Undisclosed material uncertainty
344. The statement of financial performance reflects a deficit of Kshs163. 200,489 for the yiar
ended 30 June, 2019 (2017/2018 Kshs281, 140,720). The trend of the Fund continuing 1o
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incur deficits over the last four vears may erode the capital invested in the revolving Fund
and impair the ability of the Fund to sustain its core duty and services, as intended in its
formation. This material uncertainty which casts significant doubt on the continued ability
of the Fund to discharge its mandate in the foreseeable future, has, however, not been
disclosed in the financial statements.

Submission by the Accounting Officer
345, The Accounting Officer submitted that the Fund had made necessary disclosure in the
subsequent financial reports, Necessary disclosures were made in 2021/22

Observations and Findings of the Committee

346. The C

i,
11.

.

ommittee observed that:

The Fund did net disclose in the financial statements the material uncertainty of the
Fund as required in the financial reporting template and in compliance with the
IPSAS,

The Fund recorded dismal performance with the statement of financial performance
reflecting a deficit of Ksh163, 200,489 which eroded the capital invested in the
revolving Fund:

The matter remains unresolved.

Recommendations of the Committec
347. The Committee recommends that:
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ii.

nil.

The Accounting Officer puts in place appropriate recovery strategies,
institutional policies and procedures, and good business practices to ensure
improved financial performance;

Within three months after the adoption of this report by the House, the
Accounting Officer submits to the Auditor General a report on the actions
taken to ensure improved financial performance as per Section 53(1) of the
Public Audit Act, 2015; and

The Accounting Officer prepares the financial statements in accordance with
the standards prescribed by the Public Sector Accounting Standards Board
and in compliance with Regulation 101(4) of the Public Finance Management
{National Government) Regulations, 2015.

(7.)Revenue from Exchange Transactions - Interest and Fees
348. The statement of financial performance reflects a balance of Kshs327, 755,495 under

revenue
charged
number
to enabl

from exchange transactions, including Kshsd41,199,302 relating to interest and fees
on loans issued by the Fund. However, no accurate information relating to the
of loans that gave rise to the reported interest has been provided by the management
e confirmation of the accuracy and completeness of the interest and fee revenue.

Under the circumstances, the accuracy and validity of the interest fee of Kshs41, 199,302 for

the year

ended 30 June 2019 could not be confirmed.



Submissions by the Accountin g Officer

349. The Accounting Officer submitted that the schedule of loans and applicable management’
processing lees were availed 1o the Auditor General For verification.

Observations and Findings of the Committee

330. The Committee observed that:

I The Accounting Officer did not provide the number of loans that gave rise to the reporied
interest of Kshs41,199,302 to confirm the accuracy and completeness of the interest and
fee revenue;

ii.  The matter remains unresolved.

Recommendations of the Committee
351. The Committee recommends that:
I. The Accounting Officer ensures tim ely provision of accounting documentation required
for audit verification as per the provision of Section 31 of Publie Audit Act, 2015; and
ii. The Accounting Officer should within three months of the adoption of this report submit

supporting documents on the reported interest of Kshsd1,199.302 to the Auditor-
General for audit verification.

(8.)Irregular payment of Commuted Leave for Cash
352. The statement of financial performance reflected a balance of Kshs211, 377,152 relating
to human capital expenses. The amount ineluded two payments amounting to Kshs739 726
paid for leave commutation for forty - five (43) days based on two (2) leave application lorms
filed in the personal file of an officer. However. the payments had the following anomalies:

a} The immediate supervisor did not approve the leave commutation of the officer, nor
was it approved by the responsible officer in the human resources department.

b) The leave commutation application form was authorized and approved by one officer
for both the immediate supervisor of the applying officer and user department and the
human resource manager,

¢) The commutation amount was computed based on the gross pay of the applying
officer, which was Kshs493, 150 instead of the basic pay of Kshs335,000, resulling in
an overpayment of Kshs237, 226, This contradicts Section E.4 (3) of the Public
Serviee Commission Human Resource Policies and Procedures Manual for the Public
Service approved in May, 2016

d) The pending leave days were naot validated by the Human Resource Manager as
required before the payment was affected hence the accuracy and validity of the davs
paid could not be confirmed.

353. Consequently, the accuracy and authenticity of the expenditure of Kshs719.726 in¢luded
in the balance of Kshs211,377,152 for human capital expenses could not be confirmed.

Submissions by the Accounting Officer
334. The Accounting Officer submitted that:

t.  The Chief Executive Officer of the Fund was authorized 1o approve leave commutation
in special circumstances if it was been determined that an employee cannot proceed on
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annual leave due to exigencies of service. This was the basis of approving the leave,
since the Officer was not granted leave permission due to exigencies of service,

ii. A duly approved internal memo was used as the leave commutation form.

iil. The current YEDF Human Resource Policies & Procedures Manual 2018 was silent on
the figure to use to compute the amounts hence the use of the gross salary of Kshs300,
000.

iv. The officer had accumulated 80 leave days from the leave year of November 2016/217
to August 2018/2019, the time he applied for his annual leave of 15 days and 30 days,
respectively, and the commuted leave days were prepared by the Human Resource
office and verified by the Deputy Human Resource Management who signed for the
Human Resource Manager.

Observations and Finding of the Committee
3535. The Committee observed that:
i.  The Accounting Officer made payment of commuted leave for cash without
following due procedure and which led to an overpayment of Kshs237,226;
1. The Accounting Officer has not made any effort to recover the money from the
staft; and
ili.  The matter remains unresolved.

Recommendations of the Committee
356. The Committee recommends that:
i.  The Accounting Officer ensures compliance of Human Resource Policies &
Procedures of the Fund;
ii.  The Accounting Officer should within three months of the adoption of this
report recover from the concerned officer, the overpayment of Kshs. 237,226;

(9.)Inadequately Supported Travel Costs
357. The statement of financial performance reflected a balance of Kshs104, 452,900 relating
to general expenses, which includes an amount of Kshs4, 445,925 in respect of travel costs.
I'he travel costs included an amount of Kshs 160, 000 relating to surrenders of imprests issued
to various officers to carry out various activities. However, the surrenders were not
adequately supported as details of invitations to the venues where the activities were being
undertaken, and attendance registers were nol availed for audit verification,

Submissions by the Accounting Officer
358. The Accounting Officer submitted that:
i.  The approval of two officers to attend the events was necessitated the need to have
proper representation since the Fund was in the initial stages of Maisha certification.
1. The officers attended a two-day conference at Masai Mara University and an exhibition
on the third day. The 4™ day per diem was for the travelling day since the officers were
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expected to begin the program on time and could not travel on the day the conference
began.

Observations and Findings of the Committee
339, The Committee observed that:
I The surrenders of imprests of Kshs160.000 were not adequately supported as details
of invitations and attendance registers were not availed for audit verification: and
ii.  The matter remains unresolved.

Recommendations of the Committee
360. The Committee recommends that:

i. The Accounting Officer should within three months of the adoption of this
report provide the supporting documents on surrenders of impresis of
Kshs160,000 to the auditor general for audit verification; and

ii. ~ The Accounting Officer ensures timely provision of accounting
documentation required for audit verification as per the provision of Seetion
31 of Public Audit Act, 2015.

(10.) Non-Current Assets
10.1 Intangible Assets

361. The statement of financial position as at 30" June, 2019 reflects intangible assets balance
of Kshs47, 231,782 which includes an unsupported payment in the previous year ol Kshs!4.
124,652. The amount relates to Enterprise Resource Planning Software (ERPS) acquired at
a cost of Kshs54, 960,000. However, procurement and payments supporting documents
relating to the ERPS were not availed for audit verification as they were reportedly being
held by the Ethics and Anti - Corruption Commission (EACC).

362. Further, and as disclosed in Note 17 to the financial statements, the additions during the
vear of Kshsl4,448 138 includes an amount of Kshs9,338,300 relating to purchase of
hardware which should have been categorized under property, plant and equipment
{computers and accessories ) under Note 15 to the financial statements . The effect of the
wrong classification is that depreciation has been charged at the rate of 25 % instead of 33.33
e hence resulting in understatement by 8.3 % equivalent to Kshs775, 078.

363. In addition, as reported in the financial year 2016/2017, the statement of financial position
reported balance of intangible assets of Kshs47, 231.782 includes assets acquired in the
financial year 2014/2015 at a total cost of Kshs2, 670.648 which have no supporting
documents. The amount also includes cabling and networking acquired at a cost of Kshs6,
612,686 and additions amounting to Kshs1, 980,000 which do not qualify as intangible assets
in line with the International Public Sector Accounting Standard ([PSAS) 31. Consequently,
the accuracy, completeness, existence and the valuation of the intangible assets balance of
Kshs47, 231,782 could not be confirmed.
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Submissions by the Accounting Officer

364

iii.

ii.

1V,

The Accounting Officer submitted as follows:
The documents relating to the acquisition of Enterprise Resource Planning software were
availed to the Auditors for verification during subsequent audits after EACC released the
documents after giving the process a clean bill of health.
The adjusting entries for imangible assets were based on 33.3% and not 25% as alluded.
See attached the entries as passed in the books of account. This was effected in the FY
2019/2020, See Appendix 4 FY 20192020.
The supporting documents for intangible assets of Kshs2, 670,648 as per FY 2014/15 were
availed and issue deliberated with the committee during the 2016/17 & 2017/18
presentations.
Reclassification entries relating to the additions of Kes 1,980,000 were effected in the FY
2019/2020.

Observations and Findings of the Committee
365. The Committee observed that:

i The Fund did not provide the supporting documentation on the Ksh 14,231,782
relating to payment for Enterprise Resource Planning Software (ERPS):

ii. The documents relating to acquisition of Enterprise Resource Planning software
were availed to the Auditors for verification during subsequent audits;

iii. The Fund did not provide supporting documents for assets acquired in the financial
year 2014/2015 at a total cost of Kshs2,670,648;

iv. There was wrong classification of assets which is against the International Public
Sector Accounting Standard (IPSAS);

v. The matter remains unresolved.

Recommendations of the Committee
366. The Committee recommends that:

o8

The Accounting Officer should within three months upon the adoption of this report

provide the supporting documentation for assets acquired in the financial year
2014/2015 at & total cost of Kshs2,670,648 to the auditor general for verification;

ii. The Accounting Officer should within three months upon the adoption of this report

provides proof of reclassification of assets to the Office of the Auditor General; and

iii. The accounting officer ensures that all applicable accounting and financial controls,

systems, standards, laws, and procedures are followed in the preparation of the
financial statements and in accordance with the standards prescribed by the Public
Sector Accounting Standards Board and in compliance with Regulation 101(4) of the
Public Finance Management (National Government) Regulations, 2015.



10.2 Property, Plant and Equipment

367. The statement of financial position reflected a balance of Kshs6s, 470,483 under property,
plant, and equipment, including partitions at a cost of Kshs35. 983,375 for the Lonrho House
offices, which the Fund ceased using in 2015/2016. Further, examination of records in
relation to motor vehicles and motorcyeles revealed that as of the time of the audit, five (5)
out of eighteen (18) motor vehicles and one hundred and five ( 1035 ) out of two hundred and
ten { 21motorcycles owned by the Fund were grounded. Management continued 1o reflect
the grounded assets as part of the property plant and equipment even though they were not
used. No provision for impairment had been provided in the financial statements,

368. In addition, as previously reported, the property, plant and equipment value of Kshs6s.
470,483 (2017/2018 - Kshs121, 562,744) had the following anomalies:

L. In2014/2015, the Fund spent Kshs1, 980,000 on the purchase of iPad tablets for the
Board of Directors. The Directors who were issued with the tablets have since lelt
the service, and as a result, the physical existence of the tablets cannot be ascertained.

. In 2014/2015. the Management procured mobile phones for Kshsd400, 000, The
phones were subsequently written off Approval for the write-affs has not been
provided for the audit review.

iii. The Fund acquired 50 laptops, desktop computers and printers in 2014/2015,
However, on verification, four laptops valued at Kshs119 840 each and one printer
valued at Kshs87, 000 were found io be missing. Management has o date not
provided evidence indicating how it is addressing the issue of loss of these assels,

369. Under the circumstance, the accuracy. valuation and existence of property. plant and
equipment balance of Kshs65, 470,483 could not be ascertained.

Submissions by the Accounting Officer
370. The Accounting Officer submitted as follows:

L. Fund wrote off the partitions after handing them over to Huduma Kenya
Secretariat.

li. Some directors have since returned the tablets, and the Fund continued to follow
up on the rest.

iii. Mobile phones were written off in FY 2015/201 .

tv. Lost laptops were reported to the police. While the printer was compensated by
an insurance company (MADISON) at Kshs56.000

Observations and Findings of the Committee
371. The Committee observed that-
1. The Fund had five (3) motor vehicles and one hundred and five (TO3 ) molareyceles
which were grounded:
ii. No provision for impairment had been provided in the financial statements:
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iii. The Fund had a weak internal control systems 10 safeguard against theft, misuse,
and loss of the entity’s assets; and
iv. The matter remains unresolved.

Recommendations of the Committee
372, The Commitiee recommends that:
i The Accounting Officer ensures that the Fund’s assets are handed over by the Board
upon the expiry of the term;

i The Accounting Officer seeks authority for the disposal of grounded motor vehicles
and motorcycles within three months upon the adoption of this report;

i The Accounting Officer to ensure compliance with the provisions of the Public
Procurement and Asset Disposal Act, 2015, and its regulations in the disposal of
erounded vehicles and motoreycles.

v, The Accounting Officer to ensure there are proper control systems to eliminate theft,
losses, wastage, and misuse of the Fund’s assets in compliance with Regulation 139 of
the Public Finance Management (National Government) Regulations, 2012; and

v.  The Accounting Officer ensures that all applicable accounting and financial controls,
systems, standards, laws, and procedures are followed in the preparation of the
financial statements and in accordance with the standards prescribed by the Public
Sector Accounting Standards Board and in compliance with Regulation 101(4) of the
Public Finance Management (National Government) Regulations, 2015.

(11.) Investment Property
373. The investment property balance of Kshs32, 858,742 reflected in the statement of financial
position as at 30 June, 2019 related to bus shelters construeted by the Fund in public places
on land which does not belong to the Fund. The property does not satisfy the conditions set
out under International Public Sector Accounting Standard (IPSAS) 16 and therefore does
not qualify to be accounted for as investment property.

174. Further, the depreciation charge for investment property is at a rate of 2 %o per annumi,
translating to a period of fifty years whereas the agreement between the Fund and the
respective County Government gives the Fund a duration of fourteen years for usage. This
implies an undercharge in depreciation against investment property amounting to Kshsl,
867.294 per annum for three years, totalling Kshs7, 469,176 and an equivalent overstatement
in the investment property balance over the same period.

175, Consequently, the accuracy, ownership, and fair statement of the imvestment property
balanee of Kshs32, 858.742 could not be ascertained,

Submission by the Accounting Officer
376. The Accounting Officer responded as follows:
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L. IPSAS 16 defines investment property as property {land or building or part ol'a building
—or both) held to earn rentals or for capital appreciation or both, rather than (o use in
the production or supply of goods or services or administrative purposes or sale in the
ordinary course of business,

1. The bus shelters, including the tuck shops, were constructed on Jand leased to the Fund
by county governments for 14 vears. The purpose of the tuck shops was to earn rental
income for the Fund

ili. The treatment of the investment has since been adjusted, and the investment property
s now depreciated over its useful Jife of 14 years.

Observation and Findings of the Committee
377, The Committee observed thar:

L The Fund had treated the bus shelters as investments contrary to International
Public Sector Accounting Standard ([PSAS) 16:

Ii. The Fund has since adjusted the accounting treatment of the bus sheliers,

1ii. The investment property is now depreciated over its usefyl life ol 14 vears:
and

v, The matter is resolved,

Recommendations of the Committee
378. The Committee recommends that the Accounting Officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are
followed in the preparation of the financial statements and in accordance with the
standards prescribed by the Public Sector Accounting Standards Board and in
compliance with Regulation 101(4) of the Public Finance Management (National
Government) Regulations, 2015,

(12.) Trade Debtors
(12.1) Unsupported Trade Debtors Balances

379, The statement of financial position reflected a balance of Kshs2, 303.216,545 receivables
from exchange transactions, The balance consisted of trade debtors” balance of Kshs2.
485,960,200 and other exchange debtors of Kshs? 6] 8.998 less impairment allowance and
suspense account of Kshs124, 428,960 and Kshs60.913 693, respectively, relating to trade
debtors for 2018/2019. The balance of Kshs2, 303,216,545 as at 30 June. 2019 could not be
confirmed as detailed listings did not support the amount.

380. Further, no detailed ageing analysis was provided to support the above loan balances and
impairment figures applied to the revolving fund balance. Also, as reporied in the previoys
year, the balance of Kshs2, 303.216.545 under receivables from exchange transactions
included unquantified amounts of interest, penalties, and principal  from  [inancial
intermediaries. The amount also included unknown and unquantified amounts of long

101



outstanding default penalties owed by finance intermediaries whose recoverability is
doubtful.

Submissions by the Accounting Officer
381, The Accounting Officer submitted that the aged, detailed loan analysis was shared with the
Auditor General in soft copy. and the impairment was based on a 5% provision.

Observations and Findings of the Committee
382. The committee observed that:

l.  The Fund did not provide detailed listings and aging analysis supporting the
outstanding loan balance of Kshs 2, 303,216,545,

ii.  The loan balance of Kshs2, 303,216,545 includes unquantified amounts of interest,
penalties, long outstanding default penalties and principal from financial
intermediaries; and

iii.  The matter remains unresolved.,

Recommendations of the Committee
383. The Commitiee recommends that:

i The Accounting Officer should ensure that the Fund keeps adequate financial and
accounting records in compliance with the provisions of the Public Finance
Management Act, 2012 section 68(2)(b) and (¢) and Regulation 100 of the Public
Finance Management (National Government) Regulations, 2015; and

ii. The Accounting Officer should within three months upon the adoption of this
report resolve the outstanding audit issue as required by Section 68(2)(I) of the

Public Finance Management Act, 2012, and Section 53(1) of the Public Audit Aet,
2015.

12.2 Loans to Untraceable Welfare Group
384. Receivables from exchange transactions included loan balances totaling Kshs150,000 and
Kshs300,000 disbursed in 2007 to Cooper Group in ljara District and Nomads Welfare in
Dujis and Garissa respectively. These welfare groups had never been traced to confirm the

outstanding loans and their recoverability. The balances remained the same in the current
VAL

Submissions by the Accounting Officer
383, The Accounting Officer submitted that Funds were disbursed in 2007 when the Fund was
established, and efforts to trace the institutions were ongoing.

Observations and Findings of the Committee
386. The Committee observed that:

i.  The loan balances include Kshs150,000 and Kshs500,000 disbursed in 2007 to Cooper
Group in ljara District and Nomads Welfare in Dujis and Garissa respectively,
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ii.  The Accounting Officer had not raced welfare groups for purposes of confirming their
outstanding loans and their recoverability.
ill.  The matter remains unresolved.

Recommendations of the Committee
387. The Committee recommends that:
i.  The Accounting Officer should ensure that the loans owed by the welfare groups
are fully recovered; and
ii. The Accounting Officer ensures the Fund revises its credit policies on issuance
of loans by introducing a thorough vetting process of persons seeking loans from
the Fund as a measure of enhancing loan recoverability.

12.30ther Exchange Debtors
388. The receivables from exchange transactions balance of Kshs2,303,216,608 included staff
imprests of Kshs3,739,667 under exchange deblors, some dating back to August 2011, The
staff imprests included Kshsl, 994,848 and Kshs292 800, which were irregularly issued 1o
the former Chief Executive Officer and Board Chairman,

Submissions by the Accounting Officer
389. The Accounting Officer submitted that the former Chief Executive Officer, Ms Catherine
Namuye and former Board Chairman, Mr. Bruce Odhiambe were all deceased. The Fund
had therefore made full provision for doubtful debts. The Fund requested that the committee
consider a write-off since the two were deceased,

Observations and Findings of the Committee
390. The Committee observed that:
i.  The balance of receivables from exchange transactions includes Kshs2, 287,648 relating to
imprest issued to the late Catherine Namuye and the late Bruce Odhiambeo: and
1. The matter remains unresolved,

Recommendations of the Committee
391. The Committee recommends that the Accounting Officer should within three monihs
of the adoption of this report make a request for writing-off the losses of Kshs2, 287,648
(relating to imprest issued to the late Catherine Namuye and the late Bruce Odhiambo)
in accordance with Section 69 of the PFM Act, 2012 and Regulation 148 of the Public

Finance Management (National Government) Regulations, 2015 within three months
of the adoption of this report.

12.4Provision of Impairment Allowances
392. The receivables from exchange transactions balance of Kshs2, 303,216,545 is nel of an

impairment allowance of Kshs124,428,960, and an unidentified and unsupported loan
repayment of Kshs60,933,603. However, the impairment allowance is computed at 3% ol
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the outstanding loan balance of Kshs2, 488,579, 198 was not backed by any previcus trend
ar Fund policy.

Submissions by the Accounting Officer

393. The Accounting Officer submitted that the approved Board finance policy provided a 5%
general provision for bad debts.

Observations and Findings of the Committee
394, The Committee observed that:
i. The Fund’s Finance Policy and Procedures Manual Section 8.4.15 provided fora 5 %
general provision for bad debts; and
1i. The matter was resolved.

12.5 Unsupported Loan Balances
395. The trade debtors’ balance of Kshs2, 485,960,200 as at 30 June, 2019 included Kshs180,
184,855 owed by Chase Bank Limited that had not been supported to date by any
documentary evidence. The amount originated from unsupported payments made by the
bank, for which the bank had not produced documents to support the withdrawals.

Submission by the Accounting Officer
396, The Accounting Officer submitted as follows:
I.  An Anti-corruption case arose from the fraudulent Chase bank transfers of Ksh
115,710,000 on February 23, 2015 and Ksh 64,654,789 on May 4, 2015; and
ii.  The Fund had instituted legal proceedings to recover the Ksh 180, 363,789 fraudulently
wired to Quorandum Limited,

Observations and Findings of the Committee
397. The Committee observed that:
L. The Kshs180, 184,855 represents a fraudulent withdrawal/payment of the fixed deposit
amount which was being held at Chase Bank Ltd.

ii. A civil matter is currently before the court in a bid to recovery the same. Criminal aspect
of the court case was determined in favor of the fund with the accused proven guilty;
and

i, The issue is unresolved.

Recommendations of the Committee

398. The Committee recommends that the Accounting Officer submit an update to the Auditor-
General on the recovery of Kshs180, 184,855 within three months upon adoption of this
report.

12.6 Default Penalty on Loans to Financial Intermediaries
399. As. reported in 2017/2018, included in the trade debtors balance of Kshs2, 485,960,200
wis a receivable from default penalty on loans to financial intermediaries of Kshs300,
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550,837 for the year 2016/2017, No comprehensive ageing analysis in support of this amount
had been provided for audit verification. It is, however, evident that no settlement of the
default penalty account had been made by any financial intermediary since the inception of
the Fund, Consequently, the accuracy, completeness and existence of the receivables from
exchange transactions balance of Kshs2, 303,216,545 as at 30 June, 2019 could not be
confirmed.

Submissions by the Accounting Officer
400. The Accounting Officer submitted that the updated schedule had been availed, and

reminders had been sent on outstanding default penalties.

Observations and Findings of the Committee
401. The Committee observed that:

I, The Fund did not provide a comprehensive ageing analysis in support of default
penalty on loans of Kshs300,550,837 for audit verification:
i.  No settlement of the default penalty account had been made by any financial
intermediary since the inception of the Fund: and
i, The matter remains unresolved.

Recommendations of the Committec
402, The Committee recommencs that:

1. The Accounting Officer should within three months upon the adoption of this
report provides a comprehensive ageing analysis in support of default penalty on
loans of Kshs300,550,837 to the Auditor-Greneral; and

ii.  the Accounting Officer ensures that all contracts entered into by the Fund are
lawful and are complied with in compliance with Section 68(2)(d) of the Public
Finance Management Act 2012,

(13.) Current Receivables

403. As reported in the previous year, included in the receivables from exchange transactions

balance of Kshs2, 303,216,545 is an amount of Kshs245, 000,000 relating to the Credit
Guarantee Scheme regarding monies advanced to Rafiki Deposit Taking Micro Finance and
Indo Africa Finance amounting to Kshs95, 000,000 and Kshs150, 000,000 respectively.
which to date had not been secured by deeds of guarantee. No provision for impairment had
been included in these financial statements regarding the Credit Guarantee Scheme balance
of Kshs245, 000,000 even though the recovery of these amounts is doubtful based on the
court cases between the Fund and the two Intermediaries. Consequently, the accuracy.
validity, and recoverability of receivables from exchange transactions of Kshs245 000,000
could not be ascertained.

Submissions by the Accounting Officer
404, The Accounting Officer submitted that:
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1. The Fund instituted various recovery methoeds, including court cases, The Rafiki DTM
case was determined in favour of the Fund, and the Fund was waiting to receive the
Money.;

n. A general 5% provision for impairment has been made in the books: and

iii.  copies of the deeds of guarantee signed between the Fund and the two institutions were
submitted to the Auditor General for verification.

Observation and Findings of the Committee
4153, The Committee observed that:
i. The Fund had not made provision for the Credit Guarantee Scheme balance of
Kshs245, 000,000 in the financial statements;

i The Fund has since made a 5% general provision for impairment in the financial
statements: and
1. The matter is addressed.

Recommendations of the Committee
406. The Committee recommends that:

I The Accounting Officer ensures that all contracts entered into by the Fund are
lawful and are complied with in accordance with Section 68{2)(d) of the Public
Finance Management Act 2012.

il.  The Accounting Officer ensures that all applicable accounting and financial
controls, systems, standards, laws, and procedures are followed in the
preparation of the financial statements and in accordance with the standards
prescribed by the Public Sector Accounting Standards Board and in compliance
with Regulation 101(4) of the Public Finance Management (National
Government) Regulations, 2015.

{14.) Trade Payables
407. The statement of financial position reflects a balance of Kshs72.729,725 under trade and
other payables from exchange transactions, which includes payables totaling to
Kshs5,511,045 relating to four (4) coniractors outstanding as at 30 June, 2014 and
Kshsd,650,750 outstanding as at 30 June, 2015. However, no satisfactory explanations have
been given for failure to settle the accounts payable in the vear in which the expenses were
incurred or subsequent financial years.

408. The trade and other payables from exchange transactions balance of Kshs72,729.725 also
includes payables to contractors of Kshs1,083,600 and Kshs4,427.445 both outstanding as at
30 June, 2014 owed to two contractors respectively, and Kshs1,426,800 and Kshs3.223.950
both outstanding as at 30 June, 2015 owed to two service providers respectively. No
satislactory explanation has been given for failure to settle the accounts payables in the year
in which the expenses were incurred or subsequent financial years. Consequently, the
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existence and validity of the trade payables balance of Kshs72, 729,725 as at 30 June. 2019
could not be ascertained.

Submissions by the Accounting Officer
409. The Accounting Officer submitted that a reconciliation had not been carried oul. However,
the verified amounts were paid in 2021/2022.

Observations and Findings of the Committee
410, The Committee observed that:
i.  The Fund has long outstanding payables of Ksh5,511, 045 and Kshsd, 630.750 since
30 June, 2014 and 30 June, 2015 respectively: and
1.  The matter remains unresolved.

Recommendations of the Committee
411. The Committee recommends that:

i The Accounting Officer should within three months upon the adoption of the
report submit a reconciliation of the outstanding pavables of Ksh5,511, 045 and
Kshsd, 650,750 to the Office of the Auditor-General for audit verification.

ii. The accounting officer to ensure that the Fund settles its payables within three
months upon the adoption of this report in compliance with the Public Finance
Management Act, 2012, and Public Procurement and of the Asset Disposal Act,
2015.

(15.) Inventories

412. As disclosed in Note 14 to the financial statements, the statement of financial position
reflects a balance of Kshs172, 330,000 under inventories. The balance relates to automatic
hatching machines that were procured in the financial year 2012/2013, The inventory
continues to be carried at cost in the books of accounts which is non-compliant with IPSAS
12, which requires that the valuation be the lower of cost and net receivable value. The
realizable value of the hatching machine has been provided below cost at Kshs60. 000 per
unit instead of Kshs190, (00 that s the current carrying value.

413. Also, as reported in the previous year, the inventories balance of Kshs173, 639930 as at
30 June, 2017 also included 207 units of hatcheries valued at Kshs172, 330,000 which was
the same as at 30 June, 2016. In 2014/2015, there were 906 units of hatcheries valued at
Kshs172, 140,000 as at 30 June, 20135 even though there were no sales, returns or purchases
reported by Management during the year 2015/2016. The stock records however, reflected
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907 units of hatcheries valued at Kshs172, 330,000, The increase both in quantity and value
of hatcheries during the year 2015/2016 has to date not been adequately explained.

414. Further, although it is clear the incubator inventory is slow moving and is thereby impaired,
no provision for impairment has been made against the balance of Kshs172, 330,000 in the
financial statements. In addition, physical verification exercise undertaken in June, 2019,
indicated the total number of hatcheries as 886 units even though there has been no disposal
or sale since the financial year 2014/2015.

415. Additionally, as reported in the previous year's audit report, the balance of stock (907)
worth Kshs172,330,000 as at 30 June, 2019 stored at Kasarani Stadium and the National
Youth Service stores in Mombasa continues to attract storage costs amounting to
Kshsl,153,600 annually. Management is yet to provide the storage contracts between the
Sports Stadium Management Board and the Fund. Under the circumstances, it is not possible

to confirm that the inventories balance of Kshs172, 330,000 as reflected in the financial
statements is fairly stated.

. Submissions by the Accounting Officer
416. The Accounting Officer submitted as follows:
1. The Fund had since revalued hatcheries at a lower cost and net realizable value

and adjusting entries effected in the FY 2021/2022;

ii.  The incubators had since been moved to a rent-free space at the National Youth
Service. Ruaraka at no storage cost. The National Stadia did not charge the Fund
anything and 1o date no amount is outstanding for storage purposes: and

iti.  Discussed with the Commitltee in previous meetings when discussing reports up
to FY 2016/17 & 2017/18 and awaiting the committee’s recommendation.

Observations and Findings of the Committee
417. The Committee observed that:
i. The automatic hatching machines procured in the financial year 2012/2013
continued to be carried at cost in the books of accounts in violation of IPSAS 12,
which requires that the valuation be the lower of cost and net receivable value:
ii.  The Fund did not make provision for impairment against the balance of Kshs172,
330,000 in the financial statements;
: iii.  The incubators have since been moved to a rent-free space at the National Youth
Service, Ruaraka at no storage cost; and
iv.  The matter remains unresolved.

&

Recommendations of the Committee
418. The Committee recommends that:
i. The Accounting Officer secks approval to dispose of the hatcheries within three
maonths upon the adoption of this report.
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The Accounting Officer ensures that all applicable accounting and financial
controls, systems, standards, laws, and procedures are followed in the
preparation of the financial statements and in accordance with the standards
prescribed by the Public Scetor Accounting Standards Board and in compliance
with Regulation 101{4) of the Public Finance Management (National
Government) Regulations, 2015,

{16.) General Expenses
419. The financial statements reflected a figure of Kshs104, 452,900 under general expenses.
The figure included Kshs8, 434,670 relating to legal fees, which included two payments o
legal service providers totaling Kshs5, 179,200, Examination of these payments revealed the
following anomalies:

1il.

The quotation forms for the provision of the services were opened by an Adhoc
Committee of three (3) members on a date not indicated in the opening minutes.
The legality of the constitution of the tender opening committee could not be
verified as no appointment letters from the Chief Executive Officer were availed
for audit venfication to support compliance with Section 78(1) of the Public
Procurement and Asset Disposal Act, 2015,

The quotation forms were opened by a three (3) member committee on a date that
was not indicated in the opening minutes and whose membership could not be
verified as there were no appointment letters.

The approval of the professional opinion was granted on 28 June, 2018, the same
day the contract was signed. The service provider issued an inveice, and the
Management certified the invoices for payment on the same date the contract was
signed. The payment was made before the services were rendered.

wv.  No documentation was availed [or audit verification in support of the adhoc
tender evaluation committee that the Chiel Executive Officer purportedly
appointed to carry out the evaluation.

v. No explanation has been provided for non-compliance with the law on

procurement.

Submissions by the Accounting Officer
420. The Accounting Officer submitted as follows:

1.
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professional opinion as contained in the evaluation report of bidders did not
precede formal purchase requisition to procure the said services.

ii, The three YEDF officers were picked by the accounting officer to open the
quotation forms. The quotations were opened on the deadline of submission which
was on 26/06/2018,

i, Maximum level for quotation was Kshs3,000,000; and

iv.  The Invoice was accrued in June 2019 but payment was made in September 2019.

Observations and Findings of the Committee
421. The Committee observed that:

i. The Fund flouted public procurement procedures in procuring for legal service
providers- the quotation forms were opened on a date not indicated in the opening
minutes; appointment letters of the Opening Committee could not be verified;
quotation forms were opened on a date that was not indicated m the opening
minutes and whose membership could not be verified as there were no appointment
letters; the payment was made before the services were rendered; and

ii. The matter remains unresolved.

Recommendations of the Committee
477 The Committee recommends that the Accounting Officer ensures that all applicable
accounting and financial policies, controls, laws, and procedures are followed in the
procurement of goods and services in compliance with the provisions of the Public
Procurement and Asset Disposal Act, 2015 and its Regulations.

17. Unresolved Prior Year Issues

423. As disclosed under the progress on follow-up of the Auditor's recommendations section of
the financial statements, various prior year audit issues remained unresolved as at 30 June,
2019, Management had not provided reasons for the delay in resolving the prior year's audit
1S5LES.

Submissions by the Accounting Officer
424, The Accounting Officer submitted that the Prior year matiers were discussed by the
committee and the Fund was awaiting the outcome of issues discussed.

Observations and Findings of the Committee
475. The Committee observed that prior-year audit issues remained unresolved as at 30 June
2019 against the requirement of Section 68(2)(1) of the Public Finance Management Act,
2012,

Recommendations of the Commiitee

110



426. The Committee recommends that the Accounting Officer resolves all audit issues that
remain outstanding as required by Section 68(2)(I) of the Public Finance Management
Act, 2012 within three months upon the adoption of this report.

9.1.2 THE AUDITED FINANCIAL STATEMENTS FOR THE YOUTH ENTERPRISE
DEVELOPMENT FUND FOR THE FINANCIAL YEAR 2019/2020
Audit Opinion- Adverse Opinion

(1) Undisclosed material uncertainty

427, The Fund continued to register dismal performance where the statement of financial
performance reflected a Kshs42, 663,881 deficit (2019 deficit of Kshs163, 200,489). The
situation had prevailed over the past five years. This material uncertainty which casts
significant doubt on the continued ability of the Fund to discharge its mandate in the
foreseeable future, has, however, not been disclosed in the financial statements. Under the
circumstances, the accuracy of the financial statements for the vear ended 30 June 2020 could
not be confirmed.

Submission by the Accounting Officer
428. The Accounting Officer responded that adequate measures were being taken to reverse the

trend resulting in a reduction in the deficit. He also indicated that disclosures were made in
2020421,

Observations and Findings of the Committee
429, The Committee observed that:

i.  The Fund continued to register dismal performance where the statement of financial
performance reflected a Kshs42, 663.881 deficit in the vear under review.

ii.  The material uncertainty which casts significant doubt on the continued ability of the
Fund to discharge its mandate in the foreseeable future. was not disclosed in the
financial statements,

ii.  The disclosures were not made in the audit year.

iv.  The matter remained unresolved.

Recommendations of the Committee
430. The Committee recommends that the accounting officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are
followed in the preparation of the financial statements in compliance with Public
Finance Management Act, 2012 and in accordance with the standards prescribed by
the Public Sector Accounting Standards Board as per Regulation 101(4) of the Public
Finance Management (National Government) Regulations, 2015.

(2) Errors in Financial statements — Unsupported Statement of Cash lows
431. The statement of cash flows reflected a closing cash and cash equivalents balance of
Kshs306, 863,299. However, the balance included an unexplained prior-year adjustment of
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Kshs84, 855 under operating profit before working capital changes. Under the
circumstances, the accuracy of the financial statements for the year ended 30 June, 2020
could not be confirmed.

Submissions by the Accounting Officer
432. The Accounting Officer responded that the prior year adjustment of Kes 84, 855 related to
ledger entries on income and expenditure items for the prior vear, which was not captured,
thus the correcting entry.

Observations and Findings of the Committee
433. The Committee observed that:

L. The balance included an unexplained prior-vear adjustment of Kshs84,855 under
operating profit before working capital changes;
ii. The matter was still pending since supporting documents of journal vouchers

were not provided; and
iii. The matter remains unresolved.

Recommendations of the Committee
434, The Committee recommends that within three (3) months after the adoption of this
report, the Accounting Officer provides documentary evidence to show the unexplained
prior-year adjustment of Kshs84,855 under operating profit before working capital
changes to the Auditor General for audit verification.

{3) Receivable from Non-Exchange Transactions

435. As disclosed under Note 18 to the financial statements, the statement of financial position
reflected a balance of Kshsl. 151,594 relating to receivables from non-exchange
transactions, out of which an amount of Kshs951, 593 related to rental deposits for offices
that the Fund vacated in 2017, but the recovery was yet to be made. Management did not
provide an explanation for not recovering the amounts. No provision for bad and doubtful
debts has been provided for in the financial statements. Consequently, the validity of the
reported balance for receivables from non-exchange transactions amounting to Kshs951, 593
as at 30 June, 2020 could not be confirmed.

Submissions by the Accounting Officer
436. Accounting Officer submitted the status of the deposits, as tabulated below:

a) Running contracts whose deposits cannot be liquidated
Deposit Location | Deposit | Remarks
Holder
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1| Prof, Machakos | 190,000 | The contract was renewed., and the deposit is still |
Mutuku required.
Mutinga
Total 190,000

h) Lapsed Leases whose amounts the Fund is pursuing recovery

Deposit Location | Deposit | Remarks !
| | Holder |
1 | Holden kKakamega | 126,582 | The amount was partially recovered, and the issue |
| Investments will be closed FY 202272023
| Limited .
2 | Nairobi  Mombasa | 189,680 | Amounts partially recovered. and the issue will be |
| Homes - closed FY 2022/2023
| Mombasa
3 | Pioneer Kisumu 60,000 | Recovery was heing pursued, and the issue will be |
Holdings closed in 2022/2023
4 | Cenrif Ltd | Nakuru 239,300 | The Fund continues 1o pursue the refund, which is
expected to clear during this financial vear.
5 | Kirem Eldoret 139,200 | The Fund continues to pursue the refund which is
properties expected to clear during this financial vear.
6 | Nyeri Nyeri 7,031.60 | The Fund continues to pursue the refund, and is |
Eﬁpecll:d to clear during this financial vear,

437, From the above analysis, total deposits as at the end of the financial yvear was Kshs951, 393
out of which Kshs190, 000 was a running contract, and the fund was pursuing the balance of
Kshs761, 593.60, The Accounting Officer also informed the committee that efforts were
being made to recover the outstanding deposits.

Observations and Findings of the Committee
438. The Committee observed that:
i. The balance of receivables from non-exchange (transactions includes

Kshs761,593.60 relating to rental deposits whose leases lapsed but have not been
recovered; and

ii. The matter remains unresolved.

Recommendations of the Committee
439. The Committee recommends that:
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i. The Accounting Officer pursues the recovery of the outstanding deposits of
Kshs761,593.60 within three months upon the adoption of this report

il. The Accounting Officer ensures that, all contracts entered into by the Fund
are lawful and are complied with and in accordance with Section 68(2)(d) of
the Public Finance Management Act 2012,

{4) Tuek Shops Rental Income
440. The statement of financial performance reflects an amount of Kshs71, 671,267 in respect
of interest and fees on loans. The interest and fees amount includes Kshsl, 999,500 relating
1o rental income generated from tuck shops, However, verification of records revealed that,
during the year under review, the Fund owned one hundred and fifty-seven (157) tuck shops,
all oceupied by tenants for the entire twelve (12) months under review as evidenced by lease
agreements.

441. Based on the number of tuck-shops and the monthly rental charge per shop, the expected
revenue was Kshs2, 916,000 as compared to the reported revenue of Kshs1, 999,500 leading
to an understatement of revenue by Kshs916, 500. The Management did not provide an
explanation for the difference. Consequently, the accuracy and completeness of the interest
and fees of Kshsl, 999,500 for the year ended 30 June, 2020 could not be confirmed.

Submissions by the Accounting Officer
442. The Accounting Officer responded as follows:
1. The stalls were running as social enterprises. incubation handholding period was given
to struggling businesses to enable them to gain traction.
. Kshs1,999,500 was realized from the stalls after the incubation period. Further, the

COVID-19 pandemic affected the achievement of a 100% occupancy of the stalls.
il
Observations and Findings of the Committee
443, The Committee observed that:
i The Fund did not provide any explanation and documentation for the difference in
the expected revenue of Kshs2,916,000 as compared to the reported revenue of

Kshs1,999,500 leading to an understatement of revenue by Kshs916,500.
il The matter remains unresolved.

Recommendations of the Committee
444, The Committee recommends that within three (3) months after the adoption of this
report, the Accounting Officer provides documentary evidence to the Office of the
Auditor-General to explain the difference in the expected revenue of Kshs2,916,000 as
compared to the reported revenue of Kshs1,999,500 leading to an understatement of
revenue by Kshs?16,500.

(3) Unauthorized Utilization of Revolving Funds
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445, The statement of financial position as at 30 June, 2020 reflects a revolving fund balance of
Kshs4, 137,798.856. However, although the amount is supposed to represent the total loans
advanced to the youth and any balance held in the bank account, the total current assets
balance stood at Kshs3, 055,294,822 as at 30 June, 2020, reflecting a shortfall of Kshsl,
82,504,034 to match the revolving fund balance.

446. This implies the Fund Management has, over time, utilized Kshs1. 082,504,034 of the
revolving funds to finance recurrent expenditure, thereby negatively affecting the
sustainability of the Fund. No reallocation approvals were availed for audit verification to
support the utilization of conditional grants on recurrent expenditure. Under the
circumstance, the accuracy and existence of the revolving fund balance of Kshsd,
137,798,856 as at 30 June, 2020 could not be confirmed.

Submission by the Accounting Officer
447. The Accounting Officer responded as follows:

1. The Board and the National Treasury approved the budgets.

. The development budget contains two components: loan disbursement and capital
expenditure, funded by grants from the Government of Kenya. The amount above was
spent based on the approved budget as follows:

iii. Purchase of hatching machines

(Being carried as inventories for on-lending) - Kxhs 199 500,000
Purchase of Capiial Asset - Kshs 367239575
Programme Support Expenses - Keh315, 744 439

v. A distinction was not made between revolving and capital accounts. The adjusting

figures for the entries were made in FY 2021-22

Observations and Findings of the Committee
448, The Committee observed that:

i. No reallocation approvals were availed for audit verification to support the
utihization of conditional grants on recurrent expenditure;

ii.  The ledger showing original entries, explanations. supporting documents on journal
entries, approval of the journals and revised ledgers were not provided lor
verification; and

iii,  The matter remains unresolved,

Recommendations of the Committee
449 The Committee recommends that:

i. The Accounting Officer takes appropriate measures to resolve the outstanding
audit issue as required by Section 68(2)(I) of the Public Finance Management
Act, 2012 and Section 53(1) of the Public Audit Act, 2015;
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ii. Within three months of the adoption of this report, the Accounting Officer
provides the supporting documentation on ledgers showing original entries,
journal entries, approval of the journals and revised ledgers to the office of the
Auditor-Generation to support the utilization of the Revolving Fund.

(6) Property Plant and Equipment

450. As disclosed in Note 20 to the financial statements, the statement of the financial position
reflects a balance of Kshs50, 733, 824 under property, plant and Equipment. However,
Management did not revalue these assets for a long time. Further, Management has
reclassified additions relating to the financial year 2018-2019 amount of Kshs9, 338,300
relating to purchase of hardware under property, plant, and equipment (computers and
accessories) as disclosed under Note 20 to the financial statements.

451. However, corrections on the effect of the wrong classification on depreciation which was
charged at the rate of 25% instead of 33.33% hence resulting in understatement by 8.3%
cumulatively Kshsl, 550,156 as at 30 June, 2020 has not been made.

452, Under the circumstance, the accuracy, valuation and existence of property, plant, and
equipment balance of Kshs50, 733,824 could not be ascertained.

Submissions by the Accounting Officer
453. The Accounting responded that the re-valuation was not done due to financial constraints.
However, the exercise was carried out in FY 2021/2022 and the accounts adjusted. He added
than the adjusting entries were based on 33.3% not 25%.

Observations and Findings of the Committee
454. The Committee observed that:

i.  There was no re-evaluation of Ksh, 50,733,824 assets for a long time;

1. Corrections on the effect of the wrong classification on depreciation which was charged
at the rate of 25% instead of 33.33% resulting in understatement by 8.3% cumulatively
Kshsl, 550,156 as at 30 June, 2020 had not been made at the time of audit;

iil. The re-valuation was not done due to financial constraints:

iv. The exercise was carried out in FY 2021/2022 and the accounts adjusted;

v. The adjusting entries were based on 33.3% not 2%; and

vi. The matter was resolved.

Recommendations of the Committee
455. The Committee recommends that the accounting officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are
followed in the preparation of the financial statements in compliance with Public
Finance Management Act, 2012 and in accordance with the standards prescribed by
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the Public Sector Accounting Standards Board as per Regulation 101(4) of the Public
Finance Management (National Government) Regulations, 2015,

(7) Investment Property

436. As reported in the previous years, the mvestment property balance of Kshs30, 189,970
retlected in the stalement of financial position as at 30 June, 2020 relates to bus shelters
constructed by the Fund in public places on land which does not belong to the Fund. The
property does not satisfy the conditions set out under International Public Sector Accounting
Standard (IPSAS) 16 and therefore does not qualify to be accounted for as investment

property. Consequently, the ownership of the investment property balance of Kshs30.
189,970 could not be ascertained.

Submissions by the Accounting Officer
457, The matter was discussed under query no. 11 in FY 2018/19 and as per evidence provided
in response showing that the classification was justified,

Observations and Findings of the Committee
458. The Committee observed that:
I. The investment property balance of Kshs30, 189.970 relating to bus shelters was
constructed by the Fund in public places on land which does not belong to the Fund;
i, The property did not satisfy the conditions set out under International Public Sector
Accounting Standard (IPSAS) 16 and therefore did not qualify 1o be accounted for
as investment property;
iii. The matter was discussed under query no. 11 in FY 2018/19 and as per evidence
provided in response showing that the classification was justified as follows:

o [PSAS 16 defines investment property as property (land or building or part
of a building —or both) held to earn rentals or for capital appreciation or both.
rather than for use in the production or supply of poods or services o
administrative purposes or sale in the ordinary course of business.

* The bus shelters, including the tuck shops, were constructed on land leased
to the Fund by county governments for 14 years. The purpose of the tuck
shops was to earn rental income for the Fund.

e The treatment of the investment has since been adjusted, and the investment
property is now depreciated over its useful life of 14 years.

1v. The matter was resolved.

Recommendations of the Committee
459. The Committee recommends that the accounting officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are
followed in the preparation of the financial statemenis in compliance with the Public
Finance Management Act, 2012 and in accordance with the standards prescribed by
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the Public Sector Accounting Standards Board as per Regulation 101(4) of the Public
Finance Management (National Government) Regulations, 2015.

(8) Trade Debtors,
a. Unsupported Trade Debtors Balance
460. The statement of financial position reflects a balance of Kshs2, 574,949,929 under
receivables from exchange transactions. The balance consists of trade debtors™ balance of
Kshs2, 787.240,570 and other exchange debtors of Kshs2, 667,212 less impairment
allowance and suspense account of Kshs135.448,830 and Kshs79.509,023, respectively,
relating to trade debtors for 2019/2020.

461. The balance of Kshs2, 574,949,929 as at 30 June, 2020 could not be confirmed as detailed
listings of debtors did not support the amount. Further, no detailed ageing analysis was
provided 1o support the above debtors’ balances and impairment figures applied to the
revolving fund balance.

Submissions by the Accounting Officer
462. The Accounting Officer responded that a detailed loan ageing analysis was shared in soft
copy with the Committee and copied to the Auditor. The impairment was based on a 5%
provision on the debtors’ balance.

Observations and Findings of the Committee
463, The Committee observed that:
i, The Fund’s trade debtors balance of Kshs2, 574,949,929 as at 30 June, 2020 was not
supported with detailed listings of debtors to support the amount;
ii.  The Fund has since provided the detailed loan aging analysis for audit verification
to confirm the trade debtors’ balances;
iii.  The matter is resolved,

Recommendations of the Committee
464, The Committee recommends that the Accounting Officer ensures timely provision of
accounting documentation required for audit verification as per the provision of
Section 31 of the Public Audit Act, 2015.

b, Other Exchange Debtors
465. The receivables from exchange transactions balance of Kshs2,574,949.929 includes staff
imprests of Kshs3,739,667 under exchange debtors, some dating back to August 2011. The
stafT imprests include Kshsl, 994,848 and Kshs292, 800 which were irregularly issued to the
former Chief’ Executive Officer and Board Chairman, respectively. The recovery of these
advances is doubtful, and no provision for impairment has been made in the financial
statements.
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Submissions by the Accounting Officer
466. The matter was discussed under query no. 12.3 in FY 2018/19,

Observations and Findings of the Committee
467. The Committee observed that:

i The balance of receivables from exchange transactions includes Kshs2 287648
relating to imprest issued to the late Catherine Namuye and the late Bruce Odhiambo
who are both deceased; and

ii.  The matter remains unresolved.

Recommendations of the Committee

461. The Committee recommends that the Accounting Officer should within three months
upon the adoption of this report, writes-off the losses of Kshs2, 287,648 (relating to
imprest issued to the late Catherine Namuve and the late Bruce Odhiamhbo) in
accordance with Section 69 of the PFM Act, 2012 and Regulation 148 of the Public
Finance Management (National Government) Regulations, 2015.

(9) Provision of Impairment Allowance
462.As disclosed in Note 17 to the financial statements, the receivables from exchange transactions
balance of Kshs2,574,949.929 is net of an impairment allowance of Kshs135.448 830 and an
unidentified and unsupported loan repayment of Kshs79,509,023, However. the impairment
allowance of the outstanding loan balance of Kshs2. 785.818.410 was not backed by any rate
or policy.

Submissions by the Accounting Officer
463.The Acecounting Officer responded that the matter was discussed under query no. 12.4 in FY
2018/19,

Observations and findings of the Committee
464.The Committee observed that:
1. The Fund availed the Board Finance Policy to the Auditor General outside the timelines
stipulated under section 31 of the Public Audit Act, 2015: and
ii.  The matter is resolved.

Recommendations of the Committee

465.The Committee recommends that in subsequent financial years, the Accounting Officer
provides all documents to Auditor General within the timelines stipulated under section
31 of the Public Audit Act, 2015,

(10} Unsupported Loan Balances
466.The trade debtors balance of Kshs2, 574,949,929 as at 30 June, 2020 includes an amount of
Kshs180, 184,855 owed by Chase Bank Limited, which was not supported by any
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documentary evidence. The amount originated from payments made by the bank and for which
the bank has not produced documents to support the withdrawals.

Submissions by the Accounting Officer
467, The Accounting Officer responded as follows:
i.  The matter was discussed under query no. 12,4 in FY 2018/19.
1. The matter was purely a fraud, and a case was filed in court, leading to the accused being
sentenced to 27 years in prison.
ii.  He further informed the committee that the Auditor General had advised the
management to consider writing off the matter.

Observations and findings of the Committee
468.The Commitiee observed that:
1. The amount of Ksh 180, 363,789 had not been recovered;
i.  The accused person in the fraud case was sentenced to 27 years in prison;
iii,  The civil case against Quorandum Limited was still active in court; and
1¥.  The Matter remained unresolved.

Recommendations of the Committee
469.The Committee recommended that:

i.  Th Accounting Officer should provide a status update to the Office of the Auditor
General on the pending civil case against Quorandum Limited in the subsequent
financial year;

.  Within three months of the adoption of this report, the Accounting Officer provides
a status report to the Auditor-General on measures it has put in place to strengthen
its internal controls to minimize opportunities for fraud.

(11) Unsupported Interest on Investment
470.As disclosed under Note 8 to the financial stalements, the statement of financial performance
reflects interest on bank balances amounting to Kshsl, 632,801, However, the supporting
schedule detailing the list of deposits and approval for such deposits were not availed for audit
verification. Further, the basis for the computation of the interest paid by the bank to the Fund
has not been provided for verification,

471.Hence the accuracy and completeness of the reported revenue could not be confirmed. Under
the circumstances, the accuracy of interest on the bank balance amounting to Kshsl 632,801
for the year ended 30 June, 2020 could not be confirmed.

Submissions by the Accounting Officer
472 The Accounting Officer responded as follows:
i.  The Fund does not invest any Funds in any financial institution;
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1. The interest earned during the year represented interest earned on the bank balances:
calculated based on the bank interest rate applicable at the time; and

iii. Consequently, there was no agreement in place so far as the interest earned was
concerned.

Observations and findings of the Committee
473. The Committee observed that:
I.  The Fund availed the supporling schedules to the Auditor General outside the timelines
stipulated under section 31 of the Public Audit Act, 2015:and
ii.  The matter was resolved.

Recommendations of the Committee

474.The Committee recommends that the Accounting Officer ensures that all supporting
documentation are provided for audit verification within the timelines stipulated under
section 31 of the Public Audit Act.

(12) Long Outstanding Trade Payables

475.The statement of financial position reflects a balance of Kshs84, 314,687 under trade and other
payables from exchange transactions, which includes payables to a contractor of
Kshs5,511,045 outstanding since 30 June, 2014 and Kshs4,650,750 outstanding since30 June,
2015 all totaling to Kshs10,161,795.

476.No satisfactory explanation has been given for failure 1o settle the accounts payables in the
year the expenses were incurred or subsequent financial years. Consequently, the existence
and validity of the trade payables amount of Kshs10, 161,795 as at 30 June, 2020 could not
be ascertained.

Submissions by the Accounting Officer
477.The Accounting Officer submitted that the matter was discussed under query no. 14 in FY
2018/19.

Observations and Findings of the Committee
478. The Committee observed that:
i.  The Fund has long outstanding payables of Ksh5,511, 045 and Kshsd, 650,750 since 30
June, 2014 and 30 June, 2015 respectively;
ii.  The matter remained unresolved.

Recommendations of the Committee

479.The Committee recommends that the Accounting Officer ensures that the Fund verifies
and settles its outstanding payables within three months upon the adoption of this report,
in compliance with the Public Finance Management Act, 2012, and Public Procurement
and Asset Disposal Act, 2015,
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(13) Revaluation of Inventories
480.Note 19 to the financial statements reflects a balance of Kshs172, 330,000 in respect of
inventories as at 30 June, 2020. The balance relates to automatic hatching machines that were
procured in the financial year 2012/2013. The inventory continues to be carried in the books
ol accounts at cost, which is non-compliant with IPSAS 12, requiring the reported figure to
be lower than cost and net receivable value.

481.The realizable value of the hatching machine has been provided below cost at Kshs60, 000
per unit instead of Kshs190, 000 is the current carrving value. Under the circumstances, the
accuracy of the inventory balance of Kshs172, 330,000 as reflected in the financial statements,
could not be confirmed,

Submissions by the Accounting Officer
482.The Accounting Officer submitted that the matter was discussed under query no. 15 in FY
201819

Observations and Findings of the Committee
483 . The Committee observed that:

i.  The automatic hatching machines procured in the financial year 2012/2013 continued
to be carried at cost in the books of accounts in violation of IPSAS 12, which requires
that the valuation be the lower of cost and net receivable value;

n.  The Fund did not make provision for impairment against the balance of Kshs172,
330,000 in the financial statements;

.  The incubators have since been moved to a rent-free space at the National Youth
Service, Ruaraka al no storage cost; and

¥,  The matter is unresolved.

Recommendations of the Committee

484 The Committee recommends that the Accounting Officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are followed
in the preparation of the financial statements and in accordance with the standards
preseribed by the Public Sector Accounting Standards Board and in compliance with
Regulation 101(4) of the Public Finance Management (National Government)
Regulations, 2015,

Other Matters
(14) Unresolved Prior Year Issues
485.In the previous year's audit report, several issues were raised under the report on financial
statements. However, although the management indicated that the issues had been responded
to, the matters remain unresolved as the Public Accounts Committee Report was not submitted
for audit review.
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Submissions by the Accounting Officer
486.The Accounting Officer submitted that they were not invited o appear before the commitiee
to discuss and resolve issues.

Observations and Findings of the Committee
487.The Committee observed that prior-year audit issues remained unresolved as at 30 June 2020
against the requirement of Section 68(2)(1) of the Public Finance Management Act, 2012.

Recommendations of the Committee

488.The Committee recommends that the Accounting Officer resolves all audit issues that
remain outstanding as required by Section 68(2)(I) of the Public Finance Management
Act, 2012 and Section 53(1) of the Public Audit Act, 2015 within three months upon the
adoption of this report and submit a status report to the Auditor-General for verification
and reporting in the next audit cycle.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC
RESOURCES
(15} Non-Compliance with the Public Procurement and Asset Disposal Act, 2015

4. Procurement of Legal Services
489.During the year under review, the Fund paid an amount of Kshs6, 737.000 for legal services

being fifty percent (50%) of the contract sum in respect of filing suit to recover
Kshs180,000,000 paid to a consultant. However, the fund used the request For quotations even
though the contract sum was above the threshold of Kshs1.000,000 for using the method. in
line with Section 105(1) of the Public Procurement and Assets Disposal Act, 2015,

490.In addition, the award was not supported by a professional opinion from the Head of
Procurement and was approved by the Accounting Officer as required under section 84 of the
Public Procurement and Asset Disposal Act, 2015.

Submissions by the Accounting Officer
491.The Accounting Officer responded as follows:
1. During the year under review, the Fund prequalified legal services and out of the list.
invited bidders to quote for the said services;
1. According to the ruling in civil suit NO. 499 OF 2010, Thiong'o Njiri and 81 others vs
The Municipal council of Kiambu and county council of Kiambu, legal services need not
1o undergo procurement process; and
iii.  The Professional opinion was attached for review.

Observations and Findings of the Committee
492 The Committee observed that:
1. The Fund invited bidders from a list of pre-qualified legal service providers.



ii.  According to civil suit no. 499 of 2010 Thiong’o and 81 others vs Municipal Council of
Kiambu legal services needed not to undergo procurement process;

iii.  Approved prequalified list of service providers showing selection was done from the list
was not provided for audit verification; and

iv.  The matter was resolved.

Hecommendations of the Committee
493 The Commitiee recommends that:

i. The Accounting Officer provides the approved list of pre-gualified service providers
to the Auditor-General for verification and reporting to National Assembly within
three months upon the adoption of this report; and

ii. The Accounting Officer ensures that all applicable accounting and financial policies,
controls, laws, and procedures are followed in the procurement of goods and services
in compliance with the provisions of the Public Procurement and Asset Disposal Act,
2015 and its Regulations.

b. General Expenses
494 As disclosed under Note 15 to the financial statements, the statement of financial performance
reflects a balance of Kshsf4,758,294 under general expenses, constituting an amount of
Kshs7,374,500 relating to legal fees, which includes two payments to legal service providers
totalling Kshs3,179,200. Examination of these payments revealed the following anomalies:

i.  The quotation forms for the provision of the services were opened by an Ad hoc
Committee of three (3) members on a date not indicated in the opening minutes. The
legality of the constitution of the Tender Opening Committee could not be verified as
no appointment letters from the Chief Executive Officer were availed for audit
verification to support compliance with Section 78(1) of the Public Procurement and
Asset Disposal Act, 2013;

ii. The quotation forms were opened by a three (3) member committee on a date not
indicated in the opening minutes and whose membership could not be verified as there
was no appointment letter;

iii.  The approval of the professional opinion was granted on 28 June, 2018, the same day
the contract was signed. The service provider issued an invoice, and the Management
cerlified the invoices for payment on the same date the contract was signed. The
payment was made before the services were rendered; and

iv. No documentation was available for audit verification supporting the Adhoc Tender
Evaluation Committee that the Chiel Executive Officer purportedly appointed to
conduct the evaluation. No explanation had been provided for non-compliance with
the law on procurement.

Submissions by the Accounting Officer
493 The matter was discussed under query no. 16 in FY 2018/19 and in FY 2021/22.
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Observations and Findings of the Committee
496.The Committee observed that:
1. The Accounting Officer flouted public procurement procedures in procuring for lepal
service providers- the quotation forms were opened on a date not indicated in the
Opening minutes; appointment letters of the Opening Commitiee could not be verified;
it.  Quotation forms were opened on a date that was not indicated in the opening minutes
and whose membership could not be verified as there were no appointment letters;
iii.  The payment was made before the services were rendered.
iv.  The matter remained unresolved.

Recommendations of the Committee

497.The Committee recommends that the Accounting Officer ensures that all applicable
accounting and financial policies, controls, laws, and procedures are followed in the
procurement of goods and services in compliance with the provisions of the Public
Procurement and Asset Disposal Act, 2015 and its Regulations.

c. Intangible Assets
498.The statement of financial position reflects a figure of Kshs21, 063,085 relating to intangible
assets. The figure includes a netbook balance figure of Kshs10.992.000 in relation to an
enterprise resource planning software procured at a contract sum of Kshs85. 619.600 in the
financial year 2016/2017. A down payment of Kshs54, 960,000 had been made, However. the
following anomalies were observed in relation to the contract:

1. The Enterprise Resource Planning (ERP) software was procured through restricted
tendering method without justification as required under Section 102{1) of the Public
Procurement and Assets Disposal Act, 2015:

il The contract provided for an implementation period of twelve (12) months. however, as
at the time of the audit, only one (1) out of the thirty-three (33) modules has been
implemented;

iii.  Despite the project delaying for over three (3) years, no evidence was provided for audit
verification to show that an extension was granted or Management prepared a multi-year
procurement plan as required under Section 56(4) of the Public Finance Management
{National Government) Regulations, 2015;

iv.  The contract was signed without professional opinion from the Head of Procurement Unit
to the Accounting Officer as required under Section 84(1) of the Public Procurement and
Assets Disposal Act, 2015; and

v.  No evidence has been provided for audit verification to confirm that the Accounting
Officer notified in writing the unsuccessful bidders as required under Section 87(3) of
the Public Procurement and Assets Disposal Act, 2015, In the circumstances,
Managemen! is in breach of the law,

Submission by the Accounting Officer
499.The Accounting submitted that:
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i. The Fund procured the system through the restricted tendering methods since it is one
of the methods of procurement as prescribed in the public procurement and disposal act
as all the bidders were accredited by Microsoft Africa as the project was complex in
nature. The procurement method was approved for use by the Board (See attached board
minutes). Procurement process was dully followed, as it was a restricted tender from the
requisition stage, tender advert, and tender evaluation, tender notification, tender award,
contract signing. The participating bidders were provided by Microsoft, who provided
all the product accredited dealers in Kenya at the time; and

ii. The contract period was three vears with a provision for post implementation support
and maintenance. Further, the service provider has since completed the development of
the ERP system modules that are currently in live usage.

Observations and Findings of the Committee
500.The Committee observed that:

i. The Fund procured the ERP system through restricied tendering methods as all the
bidders were aceredited by Microsoft Africa as the project was complex in nature. The
procurement method was approved for use by the Board;

ii. The contract period was three years with a provision for post-implementation support
and maintenance. The service provider has since completed the development of the ERP
system modules and is currently in usape;

il Mo evidence was provided for audit verification to show that an extension was granted;

iv.  The Fund did not provide for audit verification a professional opinion from the Head of
Procurement unit and notification letters to the unsuccesstul bidders.

v.  The matter remains unresolved.

Recommendations of the Committee
501.The Committee recommends that the Accounting Officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are followed

in the procurement of goods and services in compliance with Public Procurement and
Asset Disposal Act, 2015 and its Regulations.

REPORT ON THE EFFECTIVENESS OF INTERNAL CONTROLS, RISK
MANAGEMENT AND GOVERNANCE.
(16) Grounded Motor Vehicles and Motorcycles
J02.A review of the Fund's asset management process shows that eight (8) out of eighteen (18)
motor vehicles and one hundred and five (105) out of two hundred and ten (210) motorcycles
were grounded due to various mechanical reasons. Although the Management made efforts
and wrote to the Head of Public Service requesting approval for disposal through letter Ref;
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YEDFICEQ/838/2018 dated 6" March 2018, no response had been received al the time of the

audit. As a result, the assets continued to deteriorate, and any salvage value that could have
been realized may be lost.

Submissions by the Accounting Officer
303.The Accounting Officer submitied as follows:
i.  The management continued to engage with the Head of the Public Service office
seeking authorization to dispose of assets in vain.
ii. Management attached correspondences with the Head of Public Service.
iti. The Fund serviced 35 motorbikes and they were intending to service 15 more
motorbikes in the next financial year o cover all the counties.

Observations and Findings of the Commitice
304.The committee observed that:
i.  The Fund had eight (8) motor vehicles and one hundred and five {103) motoreycles
were grounded due to various mechanical defects:
. The assets continue to deteriorate and any salvage value that may be realized from sale
may be lost; and
.  The maitter remains unresolved.

Recommendations of the Committee
505.The Committee recommends that:
L The Accounting Officer should seck the approval of the Cabinet as per the circular

REF OP/CAB.39/ 1A to dispose the grounded vehicles within three months upon the
adoption of this report.

1. The Accounting Officer should ensure compliance with the provisions of the Public
Procurement and Asset Disposal Act, 2015 and its Regulations in the disposal of the
grounded vehicles.

9.1.3 REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR THE YOUTH
ENTERPRISE DEVELOPMENT FUND FOR THE FINANCIAL YEAR 202072021
Basis for Qualified Opinion

' Unexplained Revolving Fund Variance

506.The statement of financial position reflects a revolving fund balance Ksh 4. 167.798.856. and
as disclosed in Note 25 to the financial statements, the balance represents loan receivables
from clients and cash and bank balances held in the entity’s loan accounts. However, Note 16
reflects trade debiors (loan outstanding) totaling Ksh3.142, 195,610 and bank balance of
Ksh31, 039,009, included in the bank balance of Ksh33. 338.866 as reflected in Note 15 all
lotaling to Ksh3,173,097.291 resulting to a variance of Ksh 994.701.566 Management
explained that the variance was due to development funds totaling to Ksh 1,083.926.194 that
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were used 1o purchase assets, hatcheries, deposit at chase bank and program support expenses
that were wrongly posted to revolving fund accounts as follows:

ltem Amount (Ksh)

| Purchase of Hatcheries 199,500,000

| Purchase of capital Assets 547,523,824

| Amount Receivable from Chase Bank 180,184,856
Programs support Expenses 156,717,514
Total 1,083,926,194

507 Further the variance of Ksh89, 224,628 between Ksh994, 701,566 and Kshl, 083,926.194 was
not explained and reconciled. In the circumstances, the accuracy and completeness of the
revolving fund balance of Kshs4, 167,798,856 as at 30 June, 2021 could not be confirmed.

Submissions by the Accounting Officer

508.The Executive Officer responded that the budgets were prepared and submitted to the Board
and National Treasury for approval. He also stated that the development budget contains two
components: loan disbursement and capital expenditure funded by grants from the
Government. The amount in question was spent based on approved budget as follows:

Purchase of hatching machines

(Being carried as inventories for on-lending) 199,500,000
Purchase of Capital Assets 368,404,576
Programme Support Expenses 226, 796,990

309, The adjusting figures for the entries were made in FY 2021-22

Observations and Findings of the Committee
510.The Commitiee observed that:
L. The Accounting Officer did not provide supporting documents on journal entries, approval
ol the journals, and revised ledgers for audit verification to explain the variance of Ksh89,
224,628: and

ii.  The matter remains unresolved.

Recommendations of the Committee
511, The Commitiee recommends that:
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i. The Accounting Officer provides supporting documents on journal entries,
approval of the journals, and revised ledgers to the Auditor General for audit
verification within three months upon the adoption of this report; and

il. The Accounting Officer takes appropriate measures to resolve the outstanding
audit issue as required by Section 68(2)(1) of the Public Finance Management
Act, 2012 and Section 53(1) of the Public Audit Act, 2015.

Unconfirmed Receivables from Exchange Transactions

312.As disclosed in Note 16 to the financial statements, the statement of financial position reflects

receivables from exchange transactions balance of Kshs2,899,796,858. The balance includes
an amount of Kshs2,503,233 in respect of other exchange debtors, some dating back to the
year 2011, which includes imprests of Kshs],994,848 and Kshs202,000 both totalling to
Kshs2,196,848 issued irregularly to the former Chief Executive Officer and the Board
Chairman respectively, However, the recovery of these imprests is doubtful and no provision
for impairment has been made in the financial statements,

513 Further, included in the receivables from exchange transactions balance of Kshs2.899.796.858

15 an amount of Kshs92 281,098 described as loans repaid unidentified, However, supporting
documents indicating the date, transaction number and amount received were not provided for
audit review. In addition, the receivables balance of Kshs2 899,796 858 includes an amount of
Kshs180,184.865 owed by Chase Bank Limited that was not supported by any documentary
evidence. The amount originated from payments made by the bank and for which the bank did
not produce documents to support the withdrawals.

514.Additionally, no ageing analysis to determine the period the receivahles have been outstanding

was provided. In the circumstances, the valuation and completeness of the receivables from
exchange transactions balance of Kshs2,899,555.324 as at 30 June. 2021 could nat he
confirmed.

Submission by the Accounting Officer
515.The Accounting Officer responded that:
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l.  The Fund continued to pursue recovery of these amounts;

ii. The imprest to the late Catherine Namuye was recovered from her terminal dues in
the FY 2020/2021. However, the Court ruling could not allow the deduction and the
amount initially deducted was paid to the administrator of her estate:

lii. He requested the Committee to recommend a write off the two imprests:

iv. The make-up of the Kes 92,281,098 has since been prepared and submitted to the
auditors for review;

v. The Kshs180, 184,165 represents a fraudulent withdrawal/payment of the fixed
deposit amount which was being held at Chase Bank Ltd. A civil matter is currently
before the court in a bid to recover the same:



vi. The criminal aspect of the court case was determined in favor of the Fund with the
accused proven guilty; and

vil, The aged debtors’ listing has since been prepared and submitted to the auditors for
review,

Observations and Findings of the Committee
516.The committee observed that;

I, The balance of receivables from exchange transactions includes Kshs2,196,848
relating to imprest issued to the late Catherine Namuye and the late Bruce Odhiambo
whao are both deceased,

ii. The Kshs180, 184,165 represents a frandulent withdrawal/payment of the fixed
deposit amount which was held at Chase Bank Ltd;

lii. A civil matter is currently before the court in a bid to recovery the same:

iv.  Criminal aspect of the court case was determined in favor of the fund with the accused
proven guilty;

v.  The Fund did not provide for audit review a comprehensive loan listing and aging
analysis supporting the outstanding loans; and

vi.  The matter remains unresolved.

Recommendations of the Committee
517.The Committee recommends that:

i.  The Accounting Officer writes-off the losses of Kshs2,196,848 (relating to
imprest issued to the late Catherine Namuye and the late Bruce Odhiambo) in
accordance with Section 69 of the PFM Act, 2012 and Regulation 148 of the
Fublic Finance Management (National Government) Regulations, 2015 within
three months upon the adoption of this report; and

ii.  The accounting officer should ensure that the Fund keeps the required financial
and accounting records in compliance with the provisions of the Public Finance
Management Act, 2012 section 68(2)(b) and (c) and Regulation 100 of the Public
Finance Management (National Government) Regulations, 2015,

ili.  The Accounting Officer takes appropriate measures to resolve the outstanding
audit issues as required by Section 68(2)(I) of the Public Finance Management
Act, 2012 and Section 53(1) of the Public Audit Act, 2015,

3. Doubtful Recovery of Receivables from Non-Exchange Transactions

318.The statement of financial position and Note 17 to the financial statements reflects a balance
of Kshs 1,620,594 in respect of receivables from non-exchange transactions, out of which an
amount of Ksh 951, 593 relates to rental deposits of a premise that the Fund vacated in 2017,
but the recovery is yet to be made. Management did not provide an explanation for not
recovering the deposit.
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319.Further, no provision for bad and doubtful debts was made in the financial statements. In the
circumstances, the accuracy and recoverability of the rental deposits balance of Kshs951, 593
as at 30 June, 2021 could not been confirmed.

Submissions by the Accounting Officer
520.The Accounting Officer submitted as tabulated below:

a) Running Contracts whose deposits cannot be liquidated
Deposit Location Deposit Remarks
Holder
Prof. Mutuku | Machakos 190,000 The Contract was renewed, and the
Mutinga deposit is still required.
Total 190,000

Lapsed leases whose amounts the Fund is pursuing recovery

Deposit Location Deposit T Remarks |

Holder E

Holden Kakamega | 126382 | Amounts partially recovered and the

Investments l issue will be closed FY 2022/2023

Limited

Mairobi Mombasa 189,680 Amounts partially recovered and the

Homes . [ issue will be closed FY 20222023

Mombasa '

Pioneer Kisumu 60,000 Recovery still being pursued, and

Holdings the issue will be closed FY

! 2022/2023

Cenmtrif Itd | Nakuru 239300 The Fund continues to ;:-hrsuc the
refund and it is expected to be
cleared in this financial vear.

Kirem Eldoret 139,200 The Fund continues 1o pursue the

properties refund and it iz expected to be
cleared this financial vear.

Nyeri Nyeri 7.031.60 | The Fund continues to pursue the
refund and it is expected 1o bt:l
cleared this financial year.

321.The Accounting Officer further stated that from the above analysis, total deposit as at the end
of the financial year was Kshs951,593 out of which Kshs190,000 was a running contract and
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the fund is pursing the balance of Kshs761,593 60 He added that the documents indicating the
efforts being made to recover the outstanding deposits were provided for verification.

Observations and Findings of the Committee
522.The Committee observed that:

i.  The balance of receivables from non-exchange transactions includes
Kshs761.593.60 relating to rental deposits whose leases lapsed but have not been
recovered; and

1.  The matter remains unresolved.

Recommendations of the Committee
523 The Committee recommends that:
i.  The Accounting Officer should ensure full recovery of the outstanding deposits
of Kshs761,593.60 within three months upon the adoption of this report
il. The Aceounting Officer ensures that, all contracts entered into by the Fund are
lawful and are complied with in accordance with Section 68(2)(d) of the Public
Finance Management Act 2012.

- Unsupported interest from Direct Loan Funding

24.The statement of linancial performance reflects interest and fees of Ksh65, 625,928 as
disclosed in Note 7 to the financial statements. The amount includes Kshs38, 270,063 in
respect of interest {rom direct funding. However, the schedule provided for the audit did not
reflect the interest rates used and how the balance covering two accounting periods were
prorated to ascertain amount reflected in the financial statements.

4
3

525 This is contrary to explanatory Note 4(ii) to the financial statements on summary of significant
accounting policies regarding revenue recognition which provides that interest and
management fee on loans is recognized when it falls due using simple interest rates determined
al the time the loan is disbursed and prorated when it relates to more than one accounting
period. In the circumstances, the completeness and accuracy of interest from direct funding
loans of Kshs38, 270,063 for the year ended 30™ June 2021 could not be confirmed.

Submissions by the Accounting Officer
526.The Accounting Officer responded that the computation of interest and fees was provided to
the auditors for verification.

Observations and Findings of the Committec
527.The commitiee observed that:
1. The Fund has since availed a computation of the interest and fees based on applicable
rates for audit verification; and
ii.  The matter was resolved.
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Recommendations of the Committec

528.The Committee recommends that the accounting officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are followed
in the preparation of the financial statements and in accordance with the standards
prescribed by the Public Sector Accounting Standards Board and in compliance with
Regulation 101(4) of the Public Finance Management (National Government)
Regulations, 2015,

5. Going Concern of the Fund.

529.During the year under review, the Fund continued to register dismal performance where the
statement of financial performance reflects a deficit of Kshll, 625,570 (2020 - deficit of
Ksh42, 663.882) a situation that has prevailed over the past Six years. This eroded the capital
invested in the revolving Fund and impaired the ability of the Fund to discharge its mandate
and casts significant doubt on the ability 1o sustain its services in the foreseeable future.

Submissions by the Accounting Officer

530.The Accounting Officer stated that the deficit was currently on the decline with the fund
posting a deficit of Kes 11,625,570 financial vear 2020/21 (201920 deficit 42, 663 881). He
noted that if the trend is sustained, the Fund would return a surplus in the intervening years.
Consequently, the ability of the Fund to discharge its mandate in the foreseeable future was
assured.

Observations and Findings of the Committee
331.The committee observed that:

L. The Fund recorded dismal performance with the statement of financial performance
teflecting a deficit of Kshll, 625,570 which eroded the capital invested in the
revolving Fund;

1i.  The matter remains unresolved.

Recommendations of the Committee
532 The Committee recommends that;

i The Accounting Officer puts in place appropriate recovery strategies, institutional
policies and procedures, and good business practices to ensure improved financial
performance within three months after the adoption of the report.

il.  Within three months after the adoption of the report, the Accounting Officer submits
to the and the National Assembly a report on the actions taken to ensure improved
financial performance; and

li. The Cabinet Secretary, National Treasury assesses whether there is need for
intervention in the Fund in accordance with the provisions of Article 225 of the
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Constitution and Section 93 of the PFM Act within three months after the adoption
of the report.

6. Unbalanced budget

531.The statement of comparison of budget and actual amount reflects Ksh366.660. 833 and
Ksh365, 460,833 in respect to budgeted revenue and expenditure respectively resulting to
unbalanced budget by Kshl, 200,000, contrary to Regulation 33(c) of the Public Finance
Management {National Government) Regulations, 2015 which states that budget shall be
balanced. In the circumstances, the Fund was in breach of the law.

Submissions by the Accounting Officer
532.The Accounting officer submitted that the Budget for FY 2020/2021 indicated that the total
revenue was equal to the total expenditure as tabulated:

Development revenue 580,000,000
Recurrent revenue 366,660,833
Total revenue 046,660,833
Development Expenditure 581,200,000
Recurrent Expenditure 365.460.833
Total Expenditure 046,660,833

533.The Ksh 1,200,000 which appears as a surplus refers to recurrent revenues proposed to fund
the capital expenditures since the capital grants are now used for lending only,

Observations and Findings of the Committee
534. The Committee observed that the total budgeted revenue was equal to the total expenditure
and therefore the matter is resolved.

(6) Long Outstanding Payables
535.The statement of financial position reflects a balance of Kshs79, 251,763 in respect to trade
and other payables and as disclosed in Note 22 to the financial statements. Included in the
balance is an amount of Ksh10, 161,795 out of which Ksh5,511, 045 and Kshs4, 650,750 has
been ouwtstanding since 30 June, 2014 and 30 June, 2015 respectively. No satisfactory
explanation was given for the failure to settle the long outstanding accounts payables.

Submissions by the Accounting Officer

536.He responded that a reconciliation had not been carried out. Subsequently, suppliers whose
amounts were verified were paid in FY 2021/22.

Observations and Findings of the Committee
537.The Committee observed that:
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i.  The Fund has long outstanding payables of KshS.511, 045 and Kshsd, 650,750 since 30
June, 2014 and 30 June, 20135 respectively; and
ii.  The matter is unresolved.

Recommendations of the Committee

338.The Committee recommends that the Accounting Officer ensures that the Fund settles
its payables within a reasonable time in complianee with the Public Finance
Management Act, 2012, and Public Procurement and Asset Disposal Act, 2015,

(7) Incomplete Fixed Assets Register
539.The statement of financial position and Note 19 to the financial statements reflects a balance
of Ksh30, 035,823 in respect to property plant and equipment. Review of the lixed assets
register provided revealed that critical information such as location of the assets. assel number
and serial numbers was not indicated in the register.

540.Further, physical verification of the assets revealed that the assets were not tagged for ease of
identification and movement. Contrary to Resulation 139(1) (2} of the Public Finance
Management (National Government) Regulations, 2015 which stipulates that an Accounting
Officer of a national government entity shall take full responsibility and ensure that proper
control systems exist for assets and that preventative mechanisms are in place 10 eliminate

theft, security threats, losses, wastage, and misuse. In the circumstances, the Fund is in breach
of the law.

Submissions by the Accounting Officer
341.The Accounting Officer stated that:
i The Fund revaluated its assets in 'Y 2021/2022 and a fixed asset register was regularly
updated.
. A copy of the fixed assets register was provided to the auditors for review.

Observations and Findings of the Committee
342 The Committee observed that:

L. The Fund did not maintain a complete asset register as per the requirements of
Regulation 143 of the Public Finance Management (National Government)
Regulations;

il.  The fixed assets register provided did not give details on location, assel number. serial
numbers (if any), and other relevant information; and

iii.  The matter remains unresolved.

Recommendations of the Committee

343 The Committee recommends that the Accounting Officer ensures that the Fund
maintains a complete asset register as per the requirements of Regulation 143 of the
Public Finance Management (National Government) Regulations within three months
of the adoption of this report.
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(8) Grounded Motor Vehicles and Motorcycles
544, Review of the assets register revealed that eighteen {18) motor vehicles and two hundred and

ten (2107 motorcycles were grounded due to various mechanical defects. Although the
Management wrote to the Head of Public Service requesting approval for disposal on b
March 2018 and a reminder on 9™ March, 2021, no response had been received as at the time
of the audit. As a result, the assets continue to deteriorate and any salvage value that could
have been realized from sale may be lost.

Submissions by the Accounting Officer

545, The Accounting Officer stated that the management continued to engage with the office of the
Head of Public services seeking authorization to dispose of the assets. He added that
correspondences with the office of the Head of Public service were provided for verification,

Observations and Findings of the Committee
546.The Committee observed that:

i. The Fund had eighteen (18) motor vehicles and two hundred and ten (210)
motoreycles were grounded due to various mechanical defects;
ii.  The assets continue to deteriorate and any salvage value that may be realized from
sale may be lost;
iii.  The matter remains unresolved.

Recommendations of the Committee
547 The Commitiee recommends that:

i.  The Accounting Officer seeks the approval of the Cabinet as per the eircular
REF OP/CAB.39/ 1A to dispose the grounded vehicles and motorcycles within
three months upon the adoption of this report.

ii.  The Accounting Officer to ensure compliance with the provisions of the Public
Procurement and Asset Disposal Act, 2015 and its regulations in the disposal of
the grounded vehicles.

e === T SR IS o
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1. CONSIERATION OF THE REPORT OF THE AUDITOR GENERAL ON THE

FINANCIAL STATEMENTS FOR UWEZO FUND

348.Mr. Peter Lengapiani, the Chief Executive Officer. Uwezo Fund, appeared before the
Committee on 7" March, 2023 to adduce evidence on audited linancial statements for the
Uwezo Fund for the financial vear 2018/2019, 2019/2020. and 2020/2021 The minutes of the

Committee sittings and submissions tabled by the Accounting Officer are annexed to this
report. He was accompanied by;

1. Ms. Annie Haji = Head of Operations
2. Mr. John M Makai - Head of Finance

3. Mr. Samuel Okeyo - Accountant

4. Ms. Jenifer Mureithi = Accountant

5. Mr. Gad Etyang - Accountant

10.0 Brief Background and Introduction of Uwezo Fund

349.The Fund was established vide a legal notice no. 21 of the Public Finance Management Act,
2012 in September 2013. The main mandate of the Fund is to provide alffordable loans 1o
women, youth and persons living with disability. The Fund also provides mentorship
opportunities lo enable the beneficiaries to take advantage of the 30% government
procurement preference through its Capacity Building Programme.

330.The fund is an avenue for incubating enterprises, catalyzing innovation, promoting industry,
creating employment, and growing the economy. The Uwezo Fund Owversight Board manages

the Fund. Constituency Uwezo Fund Management Committees to manage the Fund at the
Constituency level.

10.1.1 REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR UWEZO FUND
FOR THE FINANCIAL YEAR 2018/2019
Basis for Disclaimer of Opinion

(1) Presentation and inaceuracy of the Financial Statements
351.The statement of comparison of budget and actual amounts did not reflect the budget and
actual amounts for revenue as required by the reporting format prescribed by the Public Secior
Accounting Standards Board (PSASB) and The National Treasury. In addition, the statement
reflected total expenses amounting to Kshs 243,584.574. while the statement of financial
performance reflected total expenditure of Kshs 240,605,113, The variance of Kshs 2.979 461
was not explained or reconciled.

352.Under the circumstances, it was not possible to confirm the com pleteness and aceuracy of the
financial statements for the year ended 30 June 2019.
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Submissions by the Accounting Officer
533 The Accounting Officer submitted that.

i, The Fund presented a statement of comparison of budget and actual amounts for the
period under review using the format prescribed by the public sector accounting
standards board (PSASB) and the National Treasury. However, the Fund inadvertently
prepared the financial statements for the financial year 2018/2019 using the previous
year's template,

ii. The Fund had since adopted the format prescribed by the public sector accounting
standards board (PSASB)

iii. The variance of Kshs 4,542,461 between the statement of comparison of budget &
actual amounts and the statement of financial performance was due to the provision of
depreciation, purchase of assets, the current grants and transfers; and

iv. The variance was reconciled, and the reconciliation provided with auditors for
confirmation,

Observations and findings of the Committee
554. The Committee observed that:

i. The Accounting Officer did not prepare the financial statements using the prescribed
format by the public sector accounting standards board (PSASB) as provided in Section
101{4) of the Public Finance Management {National Government) Regulations, 2015;

ii. There was an unexplained variance of Kshs 4,542,461 between the statements of
comparison of budget and actual amounts and financial performance contrary with the
provisions of International Public Sector Accounting Standards (IPSAS 1(27));

iii. The Fund has since adopted the prescribed format prescribed by the public sector
accounting standards board (PSASB);

iv. The variance between the statement of comparison of budget and actual amounts and the
statement of financial performance has since been reconciled and provided to the Office
of the Auditor General for verification; and

v, The matter was resolved.

Recommendations of the Committee

555 The Committee recommended that the accounting officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are followed
in the preparation of the financial statements in compliance with Public Finance
Management Act, 2012 and in accordance with the standards prescribed by the Public
Sector Accounting Standards Board as per Regulation 101(4) of the Public Finance
Management (National Government) Regulations, 2015.

(2.) Unsupported Constituencies Administration Costs
556.The statement of financial performance and Note 16 to the financial statements reflected an
amount of Kshs 115,568,891 as the constituencies’ administration costs, but the same was not
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supported by relevant expenditure returns. Under the circumstances. the accuracy of the
constituencies administration costs of Kshs 115,568,891 could not be confirmed.

Submission by the Accounting Officer
357 The Accounting Officer submitted that:

L

1.

The delay in submitting expenditure retumns from the constituency levels was due
to the manual operation system used by the Fund;

The Fund relied on seconded staff from other departments to implement its
programs at the constituency level,

The Fund collated expenditure returns from 135 constituencies in support of
account for administration costs of Kshs 65,262,645, representing 56% of the
administration costs from the constituencies and submitted the same to the Auditor
tor confirmation.

Observations and findings of the Committee
358.The Committee observed that:

ii.

1ii.

The Accounting Officer failed to provide supporting documents for administrative
expenditure of Ksh 115,568,891 in contravention of Section 68 (2) (b} of the PFM
Act, 2012,

Management did not submit expenditure returns ol Kshs 50,306,246 for
administration to the auditors for verification.

Management has since submitied expenditure returns of Ksh 65.262.645 for
admimstration to the auditors for verification.

Submission of expenditure returns from constituency levels is slow because the
Fund operates manually. In addition, the Fund relies on staff from other
departments for implementation of its programs at the constituency level:

The matter remained unresolved.

Recommendations of the committee
359 The committee recommends that:
i. The Accounting Officer should ensure that accounting documentation are
submitted on time in compliance with the provisions section 68(2)(b) and (c) Public
Finance Management Act, of 2012 and regulation 100 of the Public Finance
Management (National Government) Regulations, 2015,
ii.  Within three (3) months upon the adoption of this report, the Accounting Officer
should submit expenditure returns for the rem aining balance of Ksh 50,306,246 to
the Auditor general for audit verification for reporting in the next audit eycle.
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(3.)Cash and Cash Equivalents

360). The statement of financial position and Note 17 to the financial statements indicate an amount

561

of Kshs 2,881,305,135 in respect of cash and cash equivalents. As reported in the previous
year, the Fund maintained three (3) bank accounts for each of the 290 constituencies in Kenya
distributed over nine (9) commercial banks which had a total bank balance of Kshs
2.333.718,282 as at 30 June, 2019.However, the following issues were noted in respect of the
balance.

Management has availed the documents in support of the reported balances in form of bank

reconciliation statements, bank balance confirmation certificates, board of survey reports and
copies of cash books, for each of the three (3) bank accounts for only seventy-one (71)
constituencies representing Kshs 573,877,689 or about 25%. However, for ninety-two (92)
constituencies there was partial submission of supporting documentation and for one hundred
and twenty-seven (127) constituencies, there were no documents submitted in support of the
reported balances.

Submissions by the Accounting Officer
562.The Accounting Officer submitted that:

i, The Fund compiled documents in support of the reported balances. Currently, 234
constituencies have fully complied, 43 have partially complied, and only 13 still need
to submit the documents.

ii. The non-submission of bank reconciliations from the 13 constituencies was because
the Fund relies on staff from other MDAs who cannot run the Funds programs. In
addition. he noted that the Funds operations are manual, and most constituencies take
time to prepare and submit the financial documents on time.

iii. The Fund has since received bank reconciliation statements of Ksh 2,204,044,972.94,
representing 95% of Kshs 2,333,718,182, in support of bank balances reported in the
financial statement.

Observations and findings of the Committec
563.The Committee observed that:
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i. The management did not submit bank reconciliation statements to support the
remaining bank balance of Kshs 129,673,210 in contravention of regulation 90(1)
and (3) of the PFM (National Government) Regulations, 2013,

ii.  The Fund relied on staff from other MDAs to carry out its mandate which caused
the non-submission of bank reconciliation statements from the 13 constituencies;
and

iii.  The matter is not resolved.



Recommendations of the Committee
564.The Committee recommends that:

i Within three (3) months upon the adoption of this report, the Accounting
Officer submits the bank reconciliation statements for the 13 constituencies and
for the reported bank balance of Kshs 129,673,210 to the Auditor- General for
audit verification and reporting in the next audit cyele;

ii.  The accounting officer ensures that all applicable accounting and financial
controls, systems, standards, laws, and procedures are followed in the
preparation of the financial statements in compliance with Public Finance
Management Act, 2012 and in accordance with the standards prescribed by the
Public Sector Accounting Standards Board as per Regulation 101(4) of the
Public Finance Management (National Government) Regulations, 2015;and

li. The Principal Secretary, State Department for Youth Affairs considers
deploying a Youth Officer in each constituency for efficient administration of
the Fund.

{(4) unreconciled bank balances

565.The constituencies’ reported bank balances were not based on the Fund's accounting records
since they comprised the unreconciled bank balances as reflected in the respective bhank
balance confirmation certificates, instead of the reconciled cashbook balances. Further, the
bank balances confirmation certificates and/ar the bank statements for one hundred and
twenty-seven (127) constituencies as noted above were not availed for audit purposes,

Submissions by the Accon nting Officer
366.The Accounting Officer submitted that:

L. The bank balances of Ksh 2.333.718.282 were indeed reported based on bank balance
certificates.

ii. The cash book is maintained at the Constituencies by the respective Sub- County
Accountants, who have the responsibility to prepare the cash books and bank
reconciliations and send them to the Fund head office for compilation;

iii. The submissions were not made at the time of the audit due to a lack of sufficient
personnel in the constituencies to preparc the financial documents within the stipulated
time; and

iv. The Fund has since received and compiled the statement of bank balances and their
cashbook balances from 94  constituencies out of the 127 that had earlier yet 1o
submit.

Observations and findings of the Committee
367.The Committee observed that:
i.  The reported bank balance of Ksh 2,333,718,282 was based on bank balance
confirmation certificates instead of reconciled cash book balances:
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ii.  Bank balance confirmation certificates and statements for one hundred and twenty-
seven (127) constituencies were not availed for audit verification;

iii.  Management received and compiled statements for bank balances and their cashbook
balances from 94 constituencies;

1v.  The matter is not resolved.

Recommendations of the Committee
368. The Committee recommended that:

i. Within three (3) months upon the adoption of this report, the Accounting Officer
submits the bank reconciliation statements for the 127 constituencies and for the
reported bank balance of Ksh 2,333,718,282 to the Auditor General for audit
verification and reporting in the next audit evele; and

ii. The Accounting Officer complies with sections 20(1), (3) and (4) of the PFM (National
Government) Regulations, 2015, when preparing bank reconciliation statements.

{3) unpresented cheques for Ksh 1,801,139
369.The bank reconciliation statements for the bank accounts for nine (9) constituencies as shown
below had stale unpresented cheques of Kshs 1,801,139 as at 30 June, 2019. The Management
has not initiated the process of reversing the cheques and no explanation has been provided
for the non-reversal.

Main Administration | Loan Repayment | Total
No. | Constituency Account Account Account
' (Ksh) | (Ksh) (Ksh) (Ksh)

"1 | Manyatta 100,000 100,000
2 Muwingi West 30,000 22,000 72,000
3 Kaiti 1 00,000 100,000
4 Makuem 100,000 100,000
3 Kikuyu 200,000 177,143 277,143
& Tetu 410,000 410,000

7 Mwea 439,496 430,406
; Rongai 150,000 150,000
9 Mjoro 32,500 52,500

Total 1,012,500 22,000 766,639 1,801,139
l

Submissions by the Accounting Officer
370.The Accounting Officer submitted that:

i} The issue of siale cheques arose because some beneficiary groups did not deposit the
cheques within the allowable period of six months;
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ti] The said groups had not surrendered the stale cheques so that they can be reversed in the
cash book at the constituency level:

lii) Other beneficiary groups did not collect their cheques after applying and qualifying lor
[unding:;

iv) The stale cheques have since been reversed, and copies of bank reconciliation statements
provided for audit verification: and

Observations and findings of the Committee
571.The Committee observed that:

1. Bank reconciliation statements pertaining to bank accounts for nine (9) constituencies
included stale cheques totaling to Kshs. 1,801,139 which were not reversed in the
cashbooks contrary with section 90(3) of the PFM (National Government)
Regulations, 2015

il The stale cheques were reversed, and copies of bank reconciliation statements provided
for audit verification.

iii.  The matter was resolved.

Recommendations of the Committee
372.The Committee recommend that:

.. The Accounting Officer develops mechanisms of contacting successful
applicants to collect cheques by way of using contact numbers and e-mail
addresses indicated on the application forms: and

. The Accounting Officer complies with the provisions of regulation 90(3) of the
PFM (National Government) Regulations, 2015 when preparing bank
reconciliation statements.

(5) Ksh 7,548,545 for Marakwet West Constituency loan

573.The reported bank balance of Kshs 7,548,545 for Marakwet West Constituency loan account
included an amount of Kshs 1,522,395 appearing in the bank reconciliation statement as
receipts in bank statement but not recorded in the cashbook that has been appearing in the
reconciliation statements for this account since the year 2015. Management did not explain
the sources of the receipts and why they have not been cleared for over five (5) vears. In the
absence of such determination, the accuracy of the reported bank balance of Kshs 7,548 545
for Marakwet West Constituency loan account could not be confirmed.

Submissions by the Accounting Officer

374, The Accounting Officer submitted that:
i The balance of Kshs 1,522,395 Pertains to deposits made hy groups in their individual

members’ names rather than the name of the beneficiary group.
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ii.

il

vi,

Beneficiaries of loans had not submitted deposit slips and hence, receipting and
reconciliation of records could not take place to clear the outstanding balance of Kshs
1,522,395,

Management had since deployed interns in the Constituencies to help track and reconcile
the outstanding payments,

The Fund has a shortage of staff as most officers are deployed from other State
Departments;

Management was reviewing the Regulations to allow for the deployment of its own staff,
who will be directly accountable to the Fund; and

Management intended to install a digital platform to allow digital transactions to
facilitate accurate reporting.

Observations and findings of the Committee

575.The Committee observed that:

{i)

(ii)

{11t}

(iv)

(v)

(vi)

Management identified the source of the outstanding balance of Kshs 1,522,395 and
provided a reason indicating why the balance has continued to appear in the bank
reconciliation statements.

The Fund’s failure to provide accounting documents on time is attributed to the reliance
on staff from other MDAs to provide reconciliations or expenditure returns. Further,
operations of the Fund are manual, and many constituencies have inadequate
personnel 1o prepare and submit the financial documents on time.

The Fund management was reviewing the Regulations to allow for the deployment of
its own staff, who will be directly accountable to the Fund;

Beneficiaries of loans had not submitted deposit slips and hence, receipting and
reconciliation of records could not take place to clear the outstanding balance of kshs
1,522 .395.

Management had since deployed staff in the Constituencies to help track and reconcile
the outstanding payments.

The matter remained unresolved.

Recommendations of the Committee
576.The Committee recommended that:

(1)

(i)
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The Accounting Officer should ensure that accounting documentation is
submitted on time in compliance with the provisions of Public Finance
Management Act, 2012 Regulation 68(2)(b) and (¢) and Regulation 100 of the
Public Finance Management (National Government) Regulations, 2015;

The Accounting Officer complies with the provisions of Regulation 90(3) of the
PFM (National Government) Regulations,2015 when preparing bank
reconciliation statements; and









(i) Within three (3) months upon the adoption of this report, the Accounting Officer
should reconcile and elear the outstanding balance of Ksh 1,522,395 and submit
the bank reconciliation statement and the su pporting documents to the Auditor -
General for audit verification and reporting in the next audit cycle.

(6) Loans to the Groups

577.The statement of financial position as at 30 June, 2019 (Note 19) reflected an amount of Kshs

3,992,873,484 as outstanding loans from 598 groups. The reported balance has been derived
by taking the initial National Government capital grants amount of Kshs 5.854.400,004 and
adding Kshs 445,000,000 transferred to the loan fund account and from the resultant total of
Kshs 6,299,400,004 deducting the amount of monies held in; CBK Bank Account - Kshs
29,133,230, the loan repayment accounts - Kshs 1,318,113.323 and the main account - Kshs
959.279,966, all of which were not supported.

578.Further, there were no debtors’ ledgers detailing the loans issued by the Fund since inception

and the repayments made over the years on account of any loan recovery, nor were there
comprehensive loan listings and aging analysis supporting the outstanding loans. In addition.
no records of the loans advanced 1o groups, including the evaluation and authority to issue
loans, were availed for audit review, Consequently, the existence. aceuracy, completeness.
validity and recoverability of the loans to groups balance of Kshs 3,992,873 484 as at 30 June.
2019 could not be confirmed

Submission by the Accounting Officer

379.The Accounting Officer submitted that:

L The amount of Ksh 3,992,873,484 was for outstanding loans dishursed 1o various
BOOLUPS,

il. ~The management compiled and reconciled the debtors’ ledger from the
Constituencies to support the amount of Ksh 3,992,873,484 as indicated in the
financial statements:

ili. To enhance recovery, the Fund involved National Government Administrative
Officers, trained the CUFMCs and conducted an intensive loan recovery campaign.
Consequently, the repayment rate stood at 35.78%. as of June 2019: and

iv.  Thelistof Constituencies and the amounts issued, repaid, and the balances to support
the amounts of Ksh 3,992,873,484 was provided for review.

Observations and findings of the Committee
380.The Committee observed that:
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I.  The management did not provide:
. A debtors’ ledgers detailing the loans issued by the Fund since inception and the
repayments made over the vears for audit review:;



i li. A comprehensive loan listing to support outstanding loans and aging analysis for
audit review,
iii. Supporting documents for monies held at Central Bank of Kenya- Ksh 29,133,230,
loan repayment accounts - Ksh 1,318,113,323 and the main account - Ksh
959,279,966 were not submitied for audit verification.
ii. The Matter remained unresolved.

Recommendations of the Committec
381.The Committee recommended that:
i.  The Accounting Officer ensures that necessary financial and accounting records
are kept in compliance with the provisions of section 68(2)(b) of the Public
Finanee Management Act, 2012 and section 100 of the PFM (National
K Government) Regulation, 2015,
ii. The Accounting Officer takes appropriate measures to resolve any audit issues
that remain outstanding as required by Regulation 68(2)(1) of the Public Finance
Management Act, 2012 and Section 53(1) of the Public Audit Act, 2015;
; ili.  Within three (3) months upon the adoption of this report, the Accounting Officer
should submit the supporting documents for monies held at Central Bank of
Kenya- Ksh 29,133,230, loan repayment accounts - Ksh 1,318,113,323 and the
main account - Ksh 959,279,966 to the Auditor general for audit verification and
reporting in the next audit vehicle.

| (7) Work-in-Progress

582.As reported in the previous vear, the statement of financial position reflected a balance of Kshs
19,522,765 under work-in-progress, representing 40%-part payment in respect of an
Enterprise Resource Planning (ERP) software procured and contracted for in the financial vear
2015/2016. The applications supply. installation, and commissioning were pending even
though the 40%-part payment was made over four (4) vears ago and recognized in the
statements,

583.The previous year’s audit indicated that the implementation of the ERP, which was contracted
at a sum of Kshs 48,806,912, had been called off even though there is a valid contract between
the Fund and the supplier. Further, the recoverability and utilization of the part payment of
Kshs 19,522,765 are doubtful, given that the Fund appeared to have stopped the
implementation of the software. The value for money received by the Fund in respect of the
soltware could not be ascertained. In the circumstances, the validity and aceuracy of work the
-in-progress balance of Kshs 19,522,765 could not be confirmed,
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Submissions by the Accounting Officer
384 The Accounting Officer submitted that:

iii.
v,

vi.

Vil.
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The payment for the Ist installment of Kshs 19,522,765 (40% of the contract s1m)
was execuled to honor the contractual obligations of the fund as provided in paragraph
1.6.1 of the contract agreement for Tender No. UWZ/REP/040/2014/2015:

The contract was not terminated since the contract period was for 24 months, and at
the end of the financial year, the supplier had done a functional requirement design
and was yet to deliver the software for testing.

Consultations with relevant offices delayed the progress.

The Head of Public Service, vide letter reference number OC.CAP/14./21A. of
December 2017, directed that, all affirmative funds would be merged and there was
no need to appoint a new board. Consequently, implementation of the project stalled
as the board was not fully established 1o give puidance 1o the management:

In a meeting held on 10th January 2020, the Board resolved 1o embark on revisiting
the project and the system vendor had since developed four modules (Credit
Management, Finance Management, Procurement and Registry management) which
were awaiting validation and commissioning: and

Management was discussing a revised plan with the vendor, which entailed the
implementation of the latest technology in the system software.

The system would be populated and will be in use within three months

Observations and findings of the Committee
385.The Committee observed that;

(i}

(11}

(1)

(iv)

(v)

(vi)

The matter was raised in the financial year 2016/2017 and the Special Funds
Accounts Committee recommended the matter be investigated by the Athics and
Anti- Corruption Commission (EACC);

The Fund procured for implementation and commissioning of ERP software in
2015/2016 at a contract sum of Kshs 48,806,912 and paid Kshs 19,522,765 (40%
of contract sum) part payment, yet the implementation of the software matter was
still outstanding as 30" June 2019;

The delay in implementation arose due to the Head of Public Service through the
letter OC.CAP/14/21 on the impending merger of all affirmative funds which
delayed the appointment of a new board;

The Board in January 2020 affirmed the implementation of the project and the
system vendor had since developed four modules (Credit Management, Finance
Management, Procurement and Registry management) which were awaiting
validation and commissioning;

Praject implementation has taken too long and there is a risk ol implementing old
technology, which may become obsolete at the time of commissioning; and

The matter remained unresolved.



Recommendations of the Committee
386.The Committee recommends that:

v,

The Accounting Officer should ensure that the latest technology of the ERP
system is implemented without further delay;

The Accounting Officer should ensure that, all contracts entered into by the
entity are lawful and are complied with in compliance with Regulation 68(2)(d)
of the PFM  Act,2012.

Within three (3) months upon the adoption of this report, the Accounting
Officer submits a status report and supporting documents on the
implementation of the ERP to the Auditor- General for audit verification; and
The Accounting Officer takes appropriate measures to resolve any audit issues
that remain outstanding as stipulated in section 53 of the Public Audit Act, 2015
and Section 53(1) of the Public Audit Act, 2015.

(8) Unsupported balances
387.The following balances reported in the statement of financial position, statement of cash flows
and respective notes to the financial statements were not supported and no documents were
provided for audit verification; Under the circumstances it was not possible to confirm the
completeness and accuracy of the stated balances as reflected in the financial statements.

Trade and other Payables, note 21-Kshs 4,171,786

Submissions by the Accounting Officer
588.The Accounting Officer submitted that;

I, The balance of Kshs 4,171,786 under trade and other payables in the statement of
financial position represented cash deposits with individual names in the loan repayment
accounts whose group names cannot be identified in various Constituencies.

ii.  To Constituencies Officers have been guided to make it mandatory for groups to submit
deposit slips and be issued with miscellaneous receipts (MR). Consequently, the Fund
managed to get bank reconciliation statements from the Constituencies to reconcile the
current habilities of Kshs 4,171,786.

Observations and findings of the Committee
589.The Committee observed that:

1. The balance of Ksh 4,171,786 reported in the financial statements was not supported with
documentary evidence contrary with the provisions of the International public sector
accounting standard 1(27);

ii. The balance of Ksh 4,171,786 under trade and other payables represent cash deposits with
individual names in the loan repayment accounts whose group names cannot be identified
in various Constituencies:

1. The Fund has made it mandatory for groups to submit deposit slips for reconeiliations; and
iv. The matter remained unresolved.
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Recommendations of the committee
590.The Committee recommends that:
i. The Accounting Officer submits the supporting documents on the balance of Ksh
4,171,786 to the Auditor General for audit verification and report in the subsequent
audit cyele within three months of the adoption of this report.

ii. The Accounting Officer institutes a payment mechanism that requires inputting the
group name for easy identification and reconciliation of trade and other payables.

lii. The Aceounting Officer takes appropriate measures to resolve any audit issues that
remain outstanding as required by Section 68(2)(1) of the Public Finance Management
Act, 2012 and Section 53(1) of the Public Audit Act, 2015,

b. Non-Current Receivables- Kshs 72,648,086
Submission by the Accounting Officer
391, The Accounting Officer submitted that the non-current receivables in the financial statements
of Kshs 72,648,086 was a disclosure of the movement of cash between the closing balance ol
Kshs 3,992,873,484 and the opening balance of Ksh 3,920,225,399 for loans in vear under
review.

Observations and findings of the Committee
592.The Committee observed that:
(1) The Accounting Officer did not provide the supporting  documentation for the non-
current receivahbles of Kshs 72,648 086,
(n)  The supporting documents were provided for audit verification.
(i1i})  The matter was resolved.

Recommendations of the Committee

393.The Committee recommends that the accounting officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are followed
in the preparation of the financial statements in compliance with Public Finance
Management Act, 2012 and in accordance with the standards prescribed by the Public
Sector Accounting Standards Board as per Regulation 101(4) of the Public Finance
Management (National Government) Regulations, 2015,

c. Adjustment on cash and cash Equivalent-Trade and other receivables — Kshs
3,018,274
Submissions by the Accounting Officer
594.The Accounting officer submitted that:
i The adjustments on cash and cash equivalent of Kshs 3,018,274 were for outstanding imprest
during the period under review;
i. The outstanding imprest was surrendered fully, and a schedule supporting the figure was
availed for audit confirmation.
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Observations and findings of the Committee
395.The Committee observed that;
L The adjustments on cash and cash equivalent of Kshs 3,018,274 were for outstanding
imprest during the period;

il The imprest was surrendered, and the supporting schedule was provided for audit
verification; and
ii. The matter was resolved.

Recommendations of the Committee
296.The Committee recommends that,

1. The Accounting Officer ensures that all applicable accounting and financial controls,
systems, standards, laws, and procedures are followed in the preparation of the
financial statements in compliance with Public Finance Management Act, 2012 and
in accordance with the standards prescribed by the Public Sector Accounting
Standards Board as per Regulation 101(4) of the Public Finance Management
(National Government) Regulations, 2015;

ii. The Accounting Officer should ensure that imprest is surrendered within the time
specified in Regulation 93(5) of the Public Finance Management (National
Government) Regulations.

i(8) Financial misconduct

397 Records held by the Fund Management shows that, on diverse various dates between 30 July
2017 and 30 January 2018, cash amounting to Kshs3,160,000, was fraudulently withdrawn
from Bumula Constituency loan repayment account No. 01141536532902 in Bungoma
County. This was contrary to the head of the secretariat’s instructions on the management of
Uwezo Fund bank accounts, vide letter reference number UWZ/2015/CIR/Vol.1{1) of 26
March, 2015 to Sub-County Youth Officer.

598.1t also contravened the requirements of the Principles of Public Service (Article 232), the
National Values (Article 10), the Penal Code, the Public Finance Management Act, 2012 and
the Public Officer Ethics Act.

599.Uwezo Fund Management had also not availed evidence either to show that the amount
fraudulently withdrawn has been recovered or that legal or administrative action has been
taken against the involved officers entrusted. The loss had not been disclosed in the footnotes
to the financial statements as required under Regulation 137 (2) (d) of Public Finance
Management Regulations, 20135,
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Submissions by the Accounting Officer
600.The Accounting officer submitted that:
i.  The Principal Secretary, State Department of Gender wrote 1o the Chief Executive Officer
Ethics and Anti-Corruption Commission to investigate the alleged misappropriation of
Kshs 3,160,000 in Bumula. Subsequently. the officers agreed to return the money.
ii.  The concerned officers returned the money by depositing the same into the account of the
Ethics and Amti-Corruption Commission (EACC).
lii. Management was following up with EACC to have the money deposited in the Bumula
Constituency fund loan repayment account.

Observations and findings of the Committee
601.The Committee observed that:
i. An amount of Kshs 3,160,000 was fraudulently withdrawn from the Loan Repayment
Account Number 01141536532902 for Bumula Constituency at Cooperative Bank.
ii. The Ethics and Anti-Corruption Commission recovered the money after it carried oul
the investigations.
iii, The Ethies and Anti-Corruption Commission has not returned the recoversd money
into the bank accounts of Bumula Constituency,

Recommendations of the Committee
602 The Committee Recommends that:
L. Within three months of the adoption of this report, EACC should deposit the recovered
money to Bumula Constituency Uwezo Fund bank account: and
ii. The DCI, DPP, EACC takes appropriate action against the concerned individuals for
financial misconduct.

(%) Unresolved prior-year issucs

603.As disclosed under the progress on follow-up of the Auditor's recommendations section of
the financial statements, various prior year audit issues remained unresolved as at 30 June,
2019. Management had not provided reasons for the delay in resolving the prior year's audit
ISSUes.

Submission by the Accounting Officer

604.The Accounting Officer submitted that auditors were invited to the Fund and verified the
1ssues that required confirmation,

Observations and findings of the Committee
605.The Commitiee observed that:
I Prior-year audit issues remained unresolved as at 30 June 2019 against the requirement of
Section 68(2)(I) of the Public Finance Management Act, 2012;
1. The Fund did not disclose the progress on follow-up of the auditor's recommendations in
the financial statements as required by the Public Sector Accounting Standards Board: and

151



iii.  The matter remained unresolved,

Recommendations of the Committee
606. The Committee recommended that:

I. The Committee recommends that the accounting officer should take appropriate
measures to resolve the outstanding prior audit issues as required by Section 68(2)(I)
of the Public Finance Management Act, 2012 and Section 53(1) of the Public Audit Act,
2015 within three (3) months upon the adoption of this report and submit the status
report to the Auditor-General for audit verification.

10.1.2 REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR UWEZO FUND
FOR THE FINANCIAL YEAR 2019/2020
I. Accuracy of Financial Statements

607.The statement of comparison of budget and actual amounts omitted the budget and actual
revenue from exchange transactions, government grants subsidies, and transfers from other
governments. The statement reflects the total actual expenses of Kshs 389,657,343, which
differ from the statement of financial performance amount of Kshs 190,922,566, thus resulting
in a variance of Kshs 198,734,777 that has vet to be explained or reconciled.

GO8. The statement of cash flows reflected balances of Kshs 1,114,669 and Kshs 118,282 727 under
trade and other payables and non-current receivables, respectively, However, no supporting
documents by way of detailed ledgers were availed for audit verification. Under the
circumstances, the accuracy of the financial statements for the vear ended 30" June, 2020
could not be ascertained.

Submissions by the Accounting Officer
60%. The Accounting submitied that:

1. The statement of comparison of the budget of Kshs. 389,657,343 included Kshs,
200.250,000 transferred to constituencies for group loans that were regarded as part of
the capital fund and Ksh120,960.000 as facilitation to Constituency Uwezo Fund
Management committees;

ii.  The capital fund to Constituencies was not included under the financial performance and
facilitation statement to CUFMCs but was captured as an expenditure;

li.  The statement of the financial performance reflected the figure of Kshs 190,922,566 for
total actual expenses which included depreciation of fixed assets of Ksh 2,548,250 and
transfer from other government agencies gifts and services in kind of Ksh 25,959,080
that were not captured under the statement of comparison of budget and actual amounts:

iv. An adjustment in the next financial statements corrected error;

V.  The statement of cash flows reflected balances of Kshs 1,114,669 and Kshs 118282727
under trade and other payables and non-current receivables, respectively;
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vi.  Subsequent financial statements were amended and verified by staff of the Office of the
Auditor General

Observations and findings of the Committec
610.The Committee observed that:

1. There was an unexplained or unreconciled variance of Kshs 198,734,777 between the
statements of comparison of budget and actual amounts and financial performance

. The subsequent financial statements were amended and verified by the staff of the Office
of the Auditor General,

ili. The reported figures of Ksh 1,114,669 and Kshs 118,282,727 in the statement of cash
flows for trade and other payables and non-current receivables respectively were not
supported by way of detailed ledgers

1. The matter was unresolved.

Recommendations of the Committee
611.The Committee recommends that:

i.  The Accounting Officer ensures that all applicable acecounting and financial
controls, systems, standards, laws, and procedures are followed in the preparation
of the financial statements and in accordance with the standards prescribed by
the Public Sector Accounting Standards Board and in compliance with Regulation
101{4) of the Public Finance Management (National Government) Regulations,
2015; and

ii.  The Accounting Officer should within three months of the adoption of this report
submit to the Anditor General the detailed ledgers relating to the reported figures
of Ksh 1,114,66%9 and Kshs 118,282,727 in the statement of cash flows for trade
and other payables and non-current reccivables for audit verification and
reporting in the subsequent audit cvele.

(2) Irregular Extraneous Allowance and Gifts and Services in Kind

612.As disclosed in Note 8 to the financial statements, the statement of financial performance
reflects transfers from other governments-gifis and services in kind amounting to Kshs
25,959,080. Included in the amount is Kshs 2.791.246 paid to an officer as salary during the
year under review. Further, the statement of linancial performance reflects emplovee costs of
kshs 6,164,160 which, as disclosed in Note 9 to the financial statements, includes extrancous
allowances of Kshs 4,095,883, The latter balance includes an amount of Kshs 141,071 paid to
the officer as extrancous allowance.

613.Available Information indicate that, the officer was transferred to the State Department for
Early Learning and Basic Education effective from 1% March, 2018 However, there is no
evidence of continued service of the officer to the Fund and the requisite approvals to draw
the allowance were made available for audit review.
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614.Under the circumstances, the propriety of the transfer from other governments — gifts and
services in kind of Kshs 2,791,246 and extraneous allowances totaling to Kshs 141,071 could
not be confirmed.

Submissions by the Accounting Officer
615.The Accounting Officer submitted that:
i.  The payment of Kshs 2,791,246 was recognized in the financial statements as transfers

from other governments-gifts and services in kind;

ii.  The officer in question rendered services to the Fund during the period under review and
was not an employee of the Fund; and

ili,  The officer was paid Kshs 141,071 as extraneous allowance and the payment was regular
as advised by the Salaries and Remuneration Commission vide letter Refl
SRC/TS/CBT/3/3 Vol. VI (42) dated 17" July 2019.

Observations and findings of the Commitiee
616.The Committee observed that:
i.  The extraneous allowances were paid based on the advice by the Salaries and
Remuneration Commission and therefore regular.
ii.  The gifts and services in Kind were recognized in the financial statements as transfers
from other governments-gifis and services in kind.
iii.  The matter was resolved.

Recommendations of the Committee

6517 The Committee recommends that the Accounting Officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are followed
in the preparation of the financial statements and in accordance with the standards
prescribed by the Public Sector Accounting Standards Board and in compliance with
Regulation 101(4) of the Public Finance Management (National Government)
Regulations, 2015.

(3) Unreconciled Remuneration of Directors

618.The statement of financial performance reflected Kshs 4,166,679 as remuneration of directors.
However, the reported balance excluded Kshs 240,000 paid to board members while attending
a corporate governance training held between 21 and 23 November, 2019, The payment
vouchers supporting expenditure amounting to Kshs 4589519 comprsing of Board
allowances and other expenses of Kshs 3,908,229, and Chairman’s honoraria of Kshs 681,290,
This differed from the reported expenditure in the financial statements of Kshs 4,166,679
resulting in an understatement of Kshs 422 840. Consequently, the accuracy and completeness
of the reported remuneration of directors of Ksh 4,166,679 could not be confirmed.

Submissions by the Accounting Officer
619 The Accounting Officer submitted that:
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I.  The management did include in the training expenses ledger an amount of Kshs
240,000 paid for the training of Board members between the 21* and 23" of November
2019 at Lake Naivasha Resort. The payment was made to [CPSK.

ii.  The payment vouchers comprising Board allowances, other expenses and Chairman’s

honoraria agreed with the reported expenditure in the financial statements of Kshs
4,166,679,

Observations and findings of the Committee
620.The Committee observed that:
i.  There was a variance the reported figure for the remuneration of directors in the state ment
of financial performance and the total of payment vouchers supporting the expenditure.
il.  Management has since captured the payment correctly in the relevant ledger account under
board expenses and the figures were adjusted in the financial statements for the subsequent
year.
.  The matter was resolved.

Recommendations of the Committee

621.The Committee recommends that the accounting officer ensures that all applicable
accounting and financial controls, systems, stan dards, laws, and procedures are followed
in the preparation of the financial statements and in accordance with the standards
prescribed by the Public Sector Accounting Standards Board and in compliance with
Regulation 101(4) of the Public Finance Management (National Government)
Regulations, 2015,

(4) Unsupported Constituencies’ Administration Costs
622 The statement of financial performance reflects constituencies” administration costs ol Ksh
94,064,891, which was unsupported by way of comprehensive expenditure returns from the
Constituencies. Instead, the amount had been derived from movements in the unutilized Fund
balances (opening and closing) and adjusted by the transfers to the Constituencies durin g the
year, Consequently, the accuracy and completeness of the reported constituencies’
administration costs of Ksh 94,064,891 could not be confirmed,

Submissions by the Accounting Officer
623.The Accounting Officer submitted that:
I.  The Statement of Financial Performance for the year ended 30" June 2020 reflected an
amount of Ksh 94,064,891 as administration costs. The amount had been arrived at by
taking the balances brought forward of the unutilized funds amounting to Ksh 58,753,806

and adding the transfers to the Constituencies during the year totaling to Ksh
120,960,000,
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ii.  Management deducted the unutilized bank balances in the administration bank accounts
of Kshs 85,648,915 from a total amount of Ksh 179,713,806 to arrive at the reported
amount of Ksh 94,064,889,

iii.  All expenditure returns from 290 constituencies had not been received by the time the
financial statements were prepared; and

1v.  The Fund had since received and collated expenditure returns from 201 constituencies
totaling to Kshs 68,278,588.03 and the same was available for audit verification. The

amount supporting the expenditure translates to 73% when compared with Ksh
04,064,891,

Observations and findings of the Committee
624. The Committee observed that:
i) Administration costs of Kshs 94,064,891 were not supported by comprehensive
expenditure returns from the Constituencies.
ii) All the expenditure returns from 290 constituencies had not been received by the time the
financial statements were prepared;
iti) The Fund had since received and collated expenditure returns from 201 constituencies
totaling Kshs 68.278,588.03. which translates to 73% support for the expenditure;
iv) Failure by management to provide accounting documents on time is attributed to the
reliance of staff from other MDAs to provide reconciliations or expenditure returns.
v) The Fund uses a manual system for its operations and most constituencies lack sufficient
personnel to prepare and submit the financial documents on time.
vi] The matter remained unresolved.

Recommendations of the Committee
625.The Committee recommends that:
(i} The Accounting Officer should ensure that relevant accounting documentation is
submitted within reasonable time in compliance with the provisions of section
68(2)(b) of Public Finance Management Act, 2012 and IPSAS 1(27).

(i} Within three (3) months upon the adoption of this report, the Accounting Officer
should address all the unresolved prior year matters in the audit report as
provided in section 53 of the Public Audit Act,2015 and submit the status report
to the Auditor general for audit verification.

(3) Unsupported and Unreconciled Cash and Cash Equivalents
626.As disclosed in Note 17 to the financial statements, the statement of financial position reflects
a balance of Kshs 2,959,082,841 under cash and cash equivalents. Included in the balance is
Kshs 2,427.782.222 held at nine commercial banks with each of the 290 Constituencies
maintaining three (3) types of bank accounts namely, main, administration and loan accounts.
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627 However, supporting documents for 343 bank account balances by way of bank teconciliation
statements, certificate of bank balance confirmation, board of survey reports and copies of
cash book extracts for the bank accounts were not availed for audit review, The reported bank
balance was derived from the bank statement balances as at the end of the year as opposed to

the cash book balances. This is a departure from the general accepted accounting principles
and practices,

628.Further, included in the balance are amounts totalling o Kshs 13,372,033 indicated as direct
credits in bank accounts for eleven constituencies as detailed below:

i Main Admin Loan Account | Total
: ' Constituency | Account Account
' (Kshs) (Kshs) {Kshs) {Kshs)
1. Ikolomani 79.600 79,600
2 Gichugu 1.942.668 | 500 795.487 2, 738.655
3 Kiem 039,508 370 4,212,707 4,872,585
4, Mathira 16,000 2,852,975 2.868.975
i Thika Town 10,000 - 00,426 710,426
6. Kuresoi North | 383,535 | 383,335
7. Kisumu Central ' 5.400 | s400
8. Kisumu East | 8.400 8,400
9. Dagoretti South | 571,341 EET
10, Langata 36,800 351,536 388,336
11. Butere 738,780 6,000 T44 TRO
Total 4,358,632 | 870 9,012,531 13,372,033

629.The Fund Management did not explain the source of direct credits nor were the supporting
documents provided for audit review. The accounting treatment accorded the direct credits in
the financial statements was inappropriate as they were recognized without effecting the
corresponding account liability or revenue account.
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630.In addition, the records maintained by the Fund in respect of loan and main bank accounts
balances submitted in support of individual constituencies balances amounted to Kshs
1,265,871,833 and Kshs 1,076,261.463 respectively. This varied with the reported balances in
the financial statements of Kshs 1,267,738,578 and Kshs 1,076,007,578 resulting to an
unexplained and unreconciled variance of Kshs 1,866,745 and Kshs 253,890 respectively.

Submissions by the Accounting Officer
631.The Accounting Officer submitted that:

1. The bank balance of Kshs 2, 427 782,222 held at nine commercial banks is for the
290 constituencies.

ii. Bank reconciliation statements, bank balance confirmation certificates, board of
survey reports and cash books are now available and can be verified by auditors.

lii. The bank balances for loan and the main accounts and the balances reflected in the
financial statements have been reconciled and can be verified by auditors.

1v. The Fund has managed to get bank reconciliation statements, certificate of bank
balance confirmation, board of survey reports and copies of cash book extracts from
Constituencies to support the cash and cash equivalent balance for 813 bank
accounts,

Observations and findings of the Committee
632.The Committee observed that:
1. There were unexplained variances between the reported figures in the financial statements
and the supporting scheduled pertaining to loan and main bank of Kshs Kshs 1,866,745
and Kshs 253,890 respectively;
ii. Bank reconciliation statements, bank balance confirmation certificates, board of survey
reports and cash books for 343 bank accounts were not submitted for audit verification

lii. The management did not explain the source of Kshs 13,372,033 appearing in the bank
accounts of constituencies indicated as direct credits;

iv. The fund has since received bank reconciliation statements, certificate of bank balance
confirmation, board of survey reports and copies of cash book extracts from Constituencies
to support the cash and cash equivalent balance for 813 bank accounts: and

v. The matter remained unresolved.

Recommendations of the committee
633.The Committee recommends that:

i. The Accounting Officer should within three (3) months upon the adoption of this report
submit supporting documents for 343 bank account balances to the Auditor General
for audit verification and reporting in the subsequent audit cycle.

ii. The Accounting Officer should ensure that all accounting documentation is submitted
within reasonable time in compliance with the provisions of Public Finanee
Management Act, 2012 section 68(2)(b).
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iii. The Principal Secretary State Department for Youth Affairs considers  deploying a
Youth Officer each constituency for efficient reporting and accountability of
expenditures and improved the administration of the Fund.

(6) Unsupported and Unaccounted for Loan Groups
634.The statement of financial position reflects a balance of Kshs 4,111,156.213 being outstanding
loans to groups of as at 30 June, 2020. The balance has been derived by adjusting the National
Government capital fund grants of Kshs 6,499,650,004 for amount of monies presumably held
at CBK Bank, loan repayment and main accounts of Kshs 44,747,632, Kshs 1,267,738,578
and Kshs 1,076,007,578 respectively.

633.However, the presumed bank balances are un-supported. Further, there were no debtors®
ledgers detailing loans issued by the Fund since inception and repayments made over the years
on account of loan recoveries. There were no comprehensive loan listings or aging analysis in
support of the outstanding loans. Consequently. the accuracy and completeness of the reported
loans to groups balances of Kshs 4,111,156,213 as at 30 June, 2020 could not be confirmed.

Submissions by the Accounting Officer
636. The Accounting Officer submitted that:
I. The financial statements reflected outstanding loans to constituencies of Kshs
4,111,156,213.00.

il. The figure for outstanding loans was supported by disbursements of Kshs
200,250,000.00 sent to constituencies through the main account, less balances in the CBK
account of Kshs 44,747,632.00, balances in the main account of Kshs 1,076.007,578.00
and loan repayment bank balance of Kshs 1,.267.738,578.00.

iii. Certificates of bank balances supporting the balances were available for audit review,

Observations and findings of the Committee
637.The Committee observed that:

i. The Fund did not provide supporting documentation for the outstanding loan
balance of Kshs 4,111,156,213;

il. The Fund did not provide debtors’ ledgers detailing the loans issued by the Fund
since inception and the repavments made over the yvears for audit review;

iil. The Fund did not provide for audit review a comprehensive loan listing and aging
analysis supporting the outstanding loans; and

1v. the matter remained unresolved.
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Recommendations of the Committee
#38.The Committee recommends that:

i. The Accounting Officer should ensure that all financial and accounting records are
kept in compliance with the provisions of Public Finance Management Act, 2012
section 68(2)(b) and (¢) and Regulation 100 of the Public Finance Management
{National Government) Regulations, 2015;

ii. The Accounting Officer takes appropriate measures to resolve any audit issues that
remain outstanding as required by Section 68{2)(I) of the Public Finance
Management Act, 2012 and Section 53(1) of the Public Audit Act, 2015; and

iii. Within three (3) months upon the adoption of this report, the Accounting Officer
submits the supporting documents for monies held at Central Bank Kenya- Kshs
44,747,632, loan repayment accounts - Ksh 1,267,738,57% and the main account -
Kshs 1,076,007,578 to the Auditor - General for andit verification and reporting in
the subsequent audit cyele.

{7) Work-in-progress (WIP) — Stalled Project

639.As reported previously, the statement of financial position reflects work-in-progress balance
of Kshs 19.522,765. The balance represents 40%-part payment in respect of an Enterprise
Resource Planning (ERP) software procured and contracted in the vear 2015/2016. The
supply. mnstallation and commissioning of the application is yet to be made even though the
part payment was made over four (4) years back and recognized in the financial statements,
Information available indicates that the implementation of the ERP which was contracted at a
sum of Kshs 48,806,912 has been called off even though there is a valid contract in force
between the Fund and the supplier. In the circumstances, the recoverability and likely
utilization of the part payment of Kshs 19,522,765 is doubtful.

640.Further, the Fund entered into a consultancy contract on 2™ November, 2015 for the ERP
project implementation management at a sum of Kshs 6,602,821 and paid an amount of Kshs
1,320,564 representing 20% of the contract sum. The payment has, however, not been
recognized in the financial statements as a prepayment or part of capital works progress even
though there has been no work done on the project, The value for money received by the Fund
in respect of the software could therefore not be ascertained.

641.Consequently, the accuracy and fair statement of the reported work-in-progress balances of
Kshs 19,522,765 could not be confirmed.

Submissions by the Accounting Officer
642. The Accounting Officer submitted that:
i. The Payment for the 1st installment of Kshs 19,522,765 (40% of the contract sum) was
executed to honor the contractual obligations of the fund as provided in paragraph 1.6.1 of
the contract agreement for Tender No. UWZ/RFP/040/2014/2015;
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Vi

Vii.

- The contract was not terminated since the contract period was for 24 months, and at the end

of the financial year. the supplier had done a functional requirement design and was yet to
deliver the software for testing.

. Consultations with relevant offices delayed the progress.
. The Head of Public Service, vide letter reference number OC.CAP/14./21A. of December

2017, directed that all affirmative funds would be merged and there was no need Lo appoint
a new board. Consequently, implementation of the project stalled as the board was not fully
established to give guidance to the management;

In a meeting held on 10th January 2020, the Board resolved to embark on revisiting the
project and the system vendor had since developed four modules (Credit Management,
Finance Management, Procurement and Registry management) which were awaiting
validation and commissioning;

Management was discussing a revised plan with the vendor, which entailed the
implementation of the latest technology in the system software; and

The system would be populated and will be in use within three months.

Observations and findings of the Committec

643. The Committee observed that:

1.

1.

The matter was raised in the financial year 2016/2017 and the Special Funds Accounts
Committee recommended the matter be investigated by Ethics and Anti- Corruption
Commission;

The Fund procured for implementation and commissioning of ERP software in 2015/2016
al a contract sum of Kshs 48 806,912 and paid Kshs 19,522,765 (40% of contract sum) part
payment, yet the implementation of the software matter was still outstanding as 30" June
2019;

iii. The delay in implementation partly arose due to a directive from the Head of Public Service

through the letter OC.CAP/14/21 on the impending merger of all affirmative funds which
delayed the appointment of a new board:

iv. The Board in January 2020 affirmed the implementation of the project and the system

Vi

vendor had since developed four modules (Credit Management, Finance Management,
Procurement and Registry management) which were awaiting wvalidation and
commissioning;

The delayed project implementation exposed the Fund to  a risk of implementing old and
obsolete technology: and

The matter remained unresolved.

Recommendations of the Committee
G644, The Committee recommends thai:

I.
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The Accounting Officer ensures that the latest technology of the ERP system is
implemented without further delay;



ii. The Accounting Officer ensures that all contracts entered into by the entity are lawful
and are complied with in compliance with section 68(2)(d) of the PFM  Act,2012; and

iii. Within three (3) months upon the adoption of this report, the Acco unting Officer should
submit the status report and the relevant supporting documents on the implementation
of the ERP to the Auditor - General for audit verification and reporting in the
subsequent audit cycle.

(8) Property, Plant and Equipment (PPE)
645.As disclosed in Note 20(a) to the financial statements, the statement of financial position
reflects a balance of Kshs 8,504,009 under property, plant, and equipment. Included in this
balance is Kshs 145,333 for computers and related equipment which is net of reversal
adjustments made during the year of Kshs 1,437,000 and Kshs 479,000 in cost and
depreciation respectively in relation to computer items removed from the PPE schedule.

646.The Fund procured the items in the financial year 2018/2019 but the payment was declined on
recommendations of both the pending bills committee and the Internal Audit function.
However, the reversals and their accounting treatment have not been supported.

647 Further, although the Fund has possession and has used the unpaid for items, the liability of
the amount payable to the supplier has not been recognized in the financial statements,
Consequently, the accuracy and fair statement of the reported property, plant and equipment
balance of Kshs8, 504,009 as at 30 June, 2020 could not be confirmed.

Submissions by the Accounting Officer
648, The Accounting submitted that:

1.

ii.

iif.

v,

162

The fixed asset schedule showed a reversal of Kshs 1,437,000 in the financial
statements under audit. This payment was for M/S LAN Solutions for the supply
of Router and UPS to facilitate the connection to the Government Common Core
Network (GCCN),

The payment was indicated in the cash book as paid on 30th June 2019 vide
payment voucher 1085 and cheque number 4973, However, the same was reversed
six months later on 31st January 2020 as the payment did not go through in the
Fund’s bank accounts,

The claim for Kshs 1,437,000 was subjected to the Fund pending bill committes
and the internal audit for verification and both the committee for pending bills and
internal audit recommended that this was a contingent asset.

Despite the assets being in the funds procession, the reversal was necessary to
comply with the International Public Sector Accounting Standards (IPSAS), FY.
2019/2020 that was issued by National Treasury;

The IPSAS requires the entity not to recognize the contingent asset in the financial
statements but disclose details of the asset in the notes to the financial statements.



For fair presentation of the financial statements and for them to be consistent with
the books of accounts the entry of Kshs 1,437,000 was expunged from the schedule
of fixed assets and disclosure of the reversal is indicated as a footnote in the
financial statements.

Observations and findings of the Committee
649.The Committee observed that:

i. The non-inclusion of the assets and the reversal was necessary to comply with the
International Public Sector Accounting Standards (IPSAS) - the IPSAS require the entity
not to recognize the contingent asset in the financial statements but disclose details of the
asset in the notes to the financial statements and therefore, the audit issue is resolved;

1. The reversals of the cost of and depreciation of computers items was not disclosed in the
financial statements;

ui.  Details of supporting documents for reversals of Kshs 1,437,000 for M/S LAN Solutions
were provided: and
v, The matter was resolved.

Recommendations of the committee

6530.The accounting officer should ensure that all applicable accounting and financial
controls, systems, standards, laws, and procedures are followed in the preparation of the
financial statements in compliance with Public Finance Management Act, 2012 and in
accordance with the standards preseribed by the Public Sector Accounting Standards
Board and in compliance with Regulation 101{4) of the Public Finance Management
(National Government) Regulations, 2015.

(%) Non-Compliance with the Law
631.Contrary to the provisions of Section 18(1) of the Public Finance Management {National
Government) Regulations, 2015, the Fund did not have a Public Finance Management
Standing Committee. It was therefore not possible to establish how the mandate of the
Committee was carried out during the vear under review.

Submissions by the Accounting Officer
652.The Accounting officer submitted that;

1. The Fund has established a fully-fledged Public Finance Management Standing Committee
and appointment letters of members and minutes of the committee were provided for audit
verification: and

ii. The Finance management committee is responsible for ensuring that, there is a prioritization
of resources allocated to the entity for the smooth implementation of the entity’s mission,
strategy, goals, risk policy plans and objectives,

Observations and findings of the Committee
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633.The Committee observed that:

i. the Fund did not have a Public Finance Management Standing Committee Contrary to the
provisions of Regulation 18{1) of the Public Finance Management (National Government)
Regulations, 2015;

ii. Functions of the Public Finance Management Standing Committee were not carried out
during the year under review;

tii. The Fund has since established a fully-fledged Public Finance Management Standing
Committee in compliance with Regulation 18(1) of the Public Finance Management
{Mational Government) Regulations, 2015; and

iv. The matter was resolved.

Recommendations of the Committee

654 The Accounting Officer should ensure that the Public Finance Management Standing
Committee is always fully constituted and functional as provided in Regulation 18(1) of
the PFM (National Government) Regulations, 2015,

{(10)  Irregular Procurements
(10.1) Consumables - Office and General Supplies
655.Contrary to the provisions of Section 69(2) of the Public Procurement and Asset Disposal Act,
2015 which provides that no procurement approval shall be made to operate retrospectively
to any date earlier than the date on which it is made, the following instances of breach of the
provisions were noted:

{(10.2) Supply and Delivery of Toners

636.The Fund floated quotations referenced UWZ/RFG/003/2019-2020 to three prequalified firms
for the supply and delivery of assorted tonners on 13 November, 2019, This was against a
requisition of the ICT Unit of 24 October, 2019. The three firms responded and were evaluated
with the committee recommending award to all the firms based on their lowest quoted prices
on assorted toners of Kshs 582000 on 16 December, 2019, However, purchase orders
numbers 2944635, 2944636 and 2944637 were issued on 16 December, 2019 ahead of the
professional opinion approval on 23 December, 2019.

Submissions by the Accounting Officer
657.The Accounting Officer submitied that:
v. Requisitions for the above items were received from the ICT Department vide internal
memo dated 24™ October, 2019 after approval by the Head of Secretariat. Quotations for
the same were floated on 20th November 2019 and quotations were opened on 13"
December, 2019 for the prequalified firms which responded.

vi. The Ad Hoc evaluation committee deliberated on the quotations and prepared their report
on 16" December, 2019,
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vii. The professional opinion was prepared on 16th December 2019 by the Head Supply Chain
Management and forwarded for approval 1o the Head of Secretariat and approved on 23rd
December, 2019: and

viil. The Local Purchase Orders were raised on 16th December 2019 and were approved by the
Head of Secretariat on 13/01/2020. In view of the above, no procurement approval was
made retrospectively to any date earlier than the date on which it is made.

Observations and findings of the Committee
658, The Committee observed that:
i} Purchase order numbers 2944635, 2944636 and 2944637 were issued on 16 December,
2019 while the head of the procurement gave a professional opinion on 23 December,
20719,
ii) Procurement documents were not approved retrospectively; and
iii) The matter was resolved.

Recommendations of the committee,

639 The Commitice recommends that the Accounting Officer always ensure that all
applicable accounting and financial controls, systems, standards, laws, and procedures
are followed in the procurement of goods and services in compliance with Public
Procurement and Asset Disposal Act, 2015 and its Regulations.

(10.3) Supply and Delivery of Publicity Materials

660.The Fund also floated quotations referenced UWZ/RFQ/O13/2019-2020 for the supply and
delivery of publicity materials on 20 November, 2019, However, the requisition by the user
department of 4 December, 2019 was later than the request for quotation date, Three firms
responded and the evaluation committee evaluated and recommended for award to the lowest
bidder at a cost of Kshs 329,200 on 16 December, 2019. However, purchase order number
294462 was issued on 16 December, 2019 ahead of the professional opinion approval of 23
December, 2019.

Submissions by the Accounting Officer
661, The Accounting Officer submitted that;

I Three firms responded and the evaluation commitiee evaluated and recommended for
award 1o the lowest bidder at a cost of Kshs 329,200 on 16 December, 2019 and the Local
purchase order number 294462 was also issued on 16 December. 2019 before the
professional opinion was given on 23 December, 2019

1. The Local Purchase Order no. 294462 stated above is not in our record. However. order
no. 2944627 was raised on 16th December 2019 and was approved by the Head of
Secretariat on 13/01/2020,
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iii. Management did not approve any procurement document retrogressively.

Observations and findings of the Committee
662.The Committee observed that:
i] User requisitions from departments were submitted after quotation had already been
floated;
i) LPO number 294462 was issued on 16 December, 2019 before the professional opinion
was given on 23 December, 2019;
iii) The Accounting officer was in breach of the law;
iv] The audit matter is not resolved,

Recommendations of the committee

063 The Committee recommends that the Accounting Officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are followed
in the procurement of goods and services in compliance with Public Procurement and
Asset Disposal Act, 2015 and its Regulations.

(10.4) Repairs and Maintenance
664.Included in the repairs and maintenance expenditure of Kshs 5,792,173 are expenses for which
irregularities were notable: -

{(10.5) Motor Vehicle Repairs

663.The Fund’s motor vehicle was involved in a road aceident on 26 December, 2019, On 31
December, 2019, the State Department of Infrastructure issued an accident inspection report
indicating the economical estimated cost of undertaking the repairs at Kshs 1,700,000, The
Fund then adopted the request for quotation method of procurement to source for a service
provider to undertake the repairs. The order and invoice were then raised on 14 April, 2020
and 20 May, 2020 respectively, followed by a payment of Kshs 1,680,000,

666.However, although the three bids were signed and stamped on 27 February, 2020, the
acknowledgement of receipt of the quotations by the Fund was dated 21 February, 2020, which
was earlier than the date of bidders submission. The inconsistency has not been explained.
Also included in the repairs and maintenance expenditure cost is Kshs 1,156,305 paid to
service providers for repairs and servicing of motor vehicles whose supporting procurement
documents were not made available for review to confirm if the due procurement process was
adhered to.

Submissions by the Accounting Officer
667.The Accounting Officer submitted that;
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L. Three quotations were issued to three firms who eventually responded. The request for
quotations was issued on 21st February, 2020 but the receiving stamp was inadvertently
used for stamping instead of the forwarding one.

ii.  The issue date for quotation was 21st February, 2020 and the final submission date was

not later than 28th February, 2020. This can be confirmed from our Quotation Register
that is hereby attached for audit review.

Observations and findings of the Committee
&68. The Committee observed that:

i. The expenditure of Kshs 1,156,305 for repairs and servicing of motor vehicles was not
supported by procurement documents to confirm whether the procurement process was
properly tollowed.

ii. Quotations for repairs and servicing of the vehicle involved in a road accident were
received and acknowledged on 21 February, 2020 while the same quotations were signed.
issued and stamped on 27 February, 2020, by the Fund: and

1ii. The matter remained unresolved.

Recommendations of the Committee
669.The Commitiee recommends that:

L. Within three (3) months upon the adoption of this report, the Accounting Officer
submits supporting documents for Kshs 1,156,305 pertaining to repairs and
maintenance to the Auditor - General for audit verification and reporting in the
subsequent audit cycle.

ii. The Accounting Officer should always ensure that all applicable accounting and
financial controls, systems, standards, laws, and procedures are followed in the
procurement of goods and services in compliance with Public Procurement and
Asset Disposal Act, 2015 and its Regulations.

(10.6) Repair of Printers and ICT Equipment

670.The Fund paid Kshs 210,000 on 19 May 2020 for maintenance and configuration of Local
Area Network (LAN) points, trunking installation, repair and reconfiguring of the shiclded
twisted pair UPT CAT6 cable wireless points. The payment was done against purchase order
number 1453121 of 9 March 2020 and invoice No.1064 of 25 March 2020. Further, the Fund
paid out Kshs 164,000 for the repair of printers and UPS on 30 June 2020 against order
No. 1453127 of 14 April,2020 and invoice No.284/2020 of 15 April 2020, However, in both
circumstances, the winning bidders' Tax Compliance Certificates had expired, and thev were
ineligible to bid for the works.
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Submissions by the Accounting Officer
671.The Accounting Officer submitted that;

Il

The Fund paid Ksh 210,000 to Dechtech Solutions for maintenance and configuration of
its Local Area Network (LAN)

- The tax compliance certificate for Dechtech Solutions had not expired when it submitted

its quotation.
Management made another payment of Kshs 164,000 against order No.1453127 to M/S
Softcopy Enterprises to repair UPS and printers on 30th June, 2020

. The evaluation committee ascertained the validity of the tax Compliance Certificates,

which were valid up to 20.01.2020.

Observations and findings of the Committee
672, The Committee observed that-

(i)

(11)

(1)

The Fund did not vieolate Public Procurement and Asset Disposal Act, 2015 because the
tax Compliance Certificates of the bidders had not expired when the quotations were
submitted;

The evaluation committee confirmed the validity of the tax Compliance Certificates,
which were valid up to 20.01.2020;

The matter was resolved,

Recommendations of the Committee

675.The Committee recommends that the Accounting Officer should always ensure that all
applicable accounting and financial controls, systems, standards, laws, and procedures
are followed in the procurement of goods and services in compliance with Public
Procurement and Asset Disposal Act, 2015 and its Regulations.

(10.7) Procurement of Motor Vehicle Tyres.

674.The Fund paid Kshs 1,052,990 for supply of tyres on 16 March, 2020 vide order No.2944624
of 13 January, 2020, delivery note No. 0140 and invoice No.0140 both of 21 February, 2020,
Counter Receipt Voucher No.8663971 and acceptance report of 26 February, 2020, However,
the prices of the tyres paid for were significantly above the recommended Market Price Index
Survey Results of Public Procurement Review Authority (PPRA) for the month of February,
2020 as detailed below:

| Tyre size Fund Buying Price | PPRA Price | Price Overcharge
February 2020 (Ksh)
(Ksh) (Ksh)
265/65R17 47.250 14,482 32,768
265/65R18 50,800 15,756 35,044
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38,500

245/70R16 13,739

195/65R15 45,000 | 6,611 38,389

_ 1

673.No explanation was rendered for the procurement at prices higher than the prevailing market
index. The Fund did not realize value for money from the expenditure of Kshs 1,052,990 on
the supply of tyres.

Submissions by the Accounting Officer
676.The Accounting Officer Submitted that:

1. The tyres were procured using prevailing prices as quoted by the suppliers.
ii. The tyres acquired were from BF Goodrich and Bridgestone brands that withstand the

terrain of the Constituencies.

iii. The Fund required tyres of high quality, durable and of wider mileage coverage.
Consequently, the Fund resorted to undertake its own market survey in compliance with
Section 43(4) of the Public Procurement and Asset Dhisposal Act, 20135 as indicated in the
table below:

| Size Market Survey Quoted Price | Brand
1 265/65/R18 T 48,720 50,800 BF Goodrich
3 265/65/R17 43,340 47,250 BF Goodrich
3 265/ TR16 41,400 435,000 BF Goodrich |
‘4 | 195/R15C 35,400 38,500 Bridgestone

Observations and findings of the Committee
677.The Committee observed that:
i. The motor vehicle tyres were procured using the prevailing market prices at that time;
ii. Management undertook its own market survey before purchasing the motor vehicle tyres in

compliance with Section 43(4) of the Public Procurement and Asset Disposal Act, 2015 and;
iit. The matter was resolved.

Recommendations of the Commitiee
678. The Committee recommended that the accounting officer should always ensure that all
applicable accounting and financial controls, svstems, standards, laws, and procedures

are followed in the procurement of goods and services in compliance with Public
Procurement and Asset Disposal Act, 2015 and its Regulations.
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(10.8) Transportation Service and Su pplies

6749.The statement of financial performance reflects an expenditure of Kshs 52,077,333 under use
of goods and services which, as disclosed in Note 10 to the financial statements, includes an
amount of Kshs 21,063,313 in respect of transportation service and supplies. Included in the
amount are payments totalling to Kshs 1,882,060 by way of daily subsistence allowances to
various officers to carry out activities that form part of their daily routine tasks, duties and
responsibilities including preparation of annual financial statements and quarterly reports. No
justification was rendered for the decision to undertake routine tasks outside the office.

680.In the circumstances, it was not possible to confirm if value for money was realized from the
expenditure of Kshs 1,882,060 on daily subsistence allowances on routine tasks.

Submissions by the Accounting Officer
681.The Accounting officer submitted that:
5 The statement of financial performance reflected an expenditure of Kshs 21,063,313 in
for transportation service and supplies. The expenditure included payments totaling to
Kshs 1,882,060 for daily subsistence allowances to various officers who were involved
in preparing the strategic plan for the Fund,
it The Fund depends on staff deployed from other MDAS to execute specific tasks for the
Fund.

Observations and findings of the Committee
682.The committee observed that:

1. The payments were made to officers who were involved in preparation of the strategic plan
for the Fund. The task required the input of external experts for technical support when
developing a standard policy document:

ii. The strategic plan is a very important document of the organization and is prepared by staff
with high levels of knowledge and skills:

iii. The Accounting officer provided a reason for the payment of Kshs 1 882,060 as allowances
to staff who prepared the strategic plan; and

iv. The matter was resolved.

Recommendations of the committee

683 The Committee recommends that the Accounting Officer ensures that all applicable
accounting and financial controls, systems, standards, laws, and procedures are followed
in the preparation of the financial statements and in accordance with the standards
preseribed by the Public Sector Accounting Standards Board in compliance with
Regulation 101(4) of the Public Finance Management (National Government)
Regulations, 2015,
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10.1.3 REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR UWEZO FUND
FOR THE FINANCIAL YEAR 2020/2021

(1.} Unsupported and Unreconciled Cash and Cash Equivalents

684 The statement of financial position reflected a balance of Kshs2,308,751.932 under cash and

cash equivalents. However, the schedule presented in support of the balance reflected an
amount of Kshs2 308,718,934 resulting in an unexplained variance of Kshs32,998.

685. Further, as disclosed in Note 15 to the financial statements, included in the balance is

Kshs1,997.846,287 held in eight commercial banks with each of the 290 Constituencies
maintaining three (3) types of bank accounts namely; main, administration and loan accounts.
However, supparting documents including bank recenciliation statements, certificate of bank
balance confirmation, board of survey reports and copies of cash book extracts for 291 bank
accounts were not provided for audit review.

68&6.Further, the reported bank balance was derived from the bank statement balances as at 30 Junc.

2021 instead of the cash book balances. This is a departure from the generally accepied
accounting principles and practices. In addition, the Joan accounts schedules submitied in
support of individual constituencies balances amounted to Kshs 1,128,137.461 which varied
with the reported balance in the financial statements of Kshs 1,132,335,336, resulting to an
unexplained and unreconciled variance of Kshs 4,418,074, Consequently, the accuracy and
completeness of the reported cash and cash equivalents balance of Kshs 2,308,751.932 could
not be confirmed.

Submissions by the Aceounting Officer

687.The Accounting Officer submitied that;
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i.  The statement of financial position submitted for audit reflected a balance of cash and
cash equivalent as of 30" June 2021 of Ksh 2,308,751,932, comprising current and
fixed deposit account balances of Ksh 2,307,226.753 and outstanding staff imprests
of Kshs 1,525,180

ii.  The current and fixed deposit balance of cash and cash equivalent was inadvertently
been overstated by Ksh 32,998, while the staff imprests had been understated by the
SAME amount.

iii. The overcast and undercast were regrettable, However, the management will adjust
the balance of cash and cash equivalent in the financial statements in the succeeding
year,

iv. Late Submission of reconciled cash books was occasioned by lack ol adequate staff
and an automated system.



Observations and findings of the Committee
688, The Committee observed that:

I.  Bank reconciliation statements, certificate of bank balance confirmation, board of survey
reports and copies of cash book extracts for supporting documents for 291 bank accounts
were not availed for audit review;

ii,  The Fund’s failure to provide accounting documents on time is attributed to the reliance on
staff from other MDAs to provide reconciliations or expenditure returns. In addition, the
Funds operations are manual, and most constituencies lack sufficient personnel to prepare
and subrmt the financial documents on time;

(i) The Fund did not provide reconciliations and an explanation of the variance of Kshs

4,418,074 on the loan account schedules; and
(iii)  The matter remained unresolved.

Recommendations of the Committee
689 The Committee recommends that;

(1) The Accounting Officer should ensure that all accounting documentation is
received within reasonable time in compliance with the provisions of Public
Finance Management Act, 2012 section 68(2)(b) and (c) and Regulation 100 of the
Public Finance Management (National Government) Regulations, 2015.

{(ii)  The Principal Secretary, State Department for Youth Affairs considers to
deploying a Youth Officer in each constituency for efficient reporting and
accountability of expenditures and improved administration of the Fund;

(iii)  The Accounting Officer ensures that the Fund automates its functions for efficient
reporting and accountability of expenditures;

(ivl  Within three (3) months upon the adoption of this report, the Accounting Officer
submits bank reconciliation statements, confirmation certificate of bank balance,
board of survey reports and copies of cash book extracts for the 291 bank aceounts
to the Auditor General for audit verification and reporting in the subsequent audit
cyele

(2.) Unsupported Long-Term Receivables
690. The statement of financial position reflects a balance of Kshs 4,640,480,509 in respect of long-
term receivables - outstanding loans to groups as 30 June, 2021. The balance has been derived
by adjusting loan capital fund grants of Kshs 6,654,087,019 for amount of monies presumably
held at the Central Bank of Kenya, loan repayments and main accounts of Kshs 48,702,119,
Kshs 1,132,555,536 and Kshs 832,348,855, respectively. However, the presumed bank
balances were not supported.
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691.Further, as previously reported, there were no debtors’ ledgers detailing loans issued by the
Fund since inception and repayments made over the years on account of loan recoveries. There

were no comprehensive loan listings or aging analysis in support of the loans.In the
circumstances, the accuracy and completeness of the reported receivables outstanding balance
of Kshs4,640.480,509 could not be confirmed.

Submissions by the Accounting Officer
692.The Accounting officer submitted that:

iii.

v,

.

vi.

The statement of financial position reflected a balance of Kshs4,640,480,509 in respect of
long-term receivables - outstanding loans to groups as 30 June, 2021. The balance had been
arrived at by adjusting loan capital fund grams of Kshs6.654,087,019 for amount of monies
held at Central Bank of Kenya, loan repayments and main accounts of Kshs4%,702,119,
Kshs1,132,555 536 and Kshs832,348,855 respectively.

Bank balances for the Loan Repayment and Main Accounts held in all the banks. for
constituencies and the bank balance certificate Tor the Central Bank Account were available
[for audit confirmation.

The Fund operations are constituency-based, so the primary loan records are maintained in
the constituencies. However, the constituencies submitled summaries of loan records as
obtained from the primary loan records to the Fund.

The slow submission of loan records was occasioned by the manual operation of the Fund
and reliance on staff from other departments for the implementation of its programs at the
constituency level.

The loan listings for 232 constituencies, representing 80% of the constituencies, were
attached for Audit confirmation.

The group records were maintained from the Constituency level, He suggested that the
Auditor General considers auditing the documents at the Constituency level.

vii. The Fund trained 100 officers annually in book and record keeping.

Observations and findings of the Committee
693.The Committee observed that:

(1)

(1)
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The Fund did not provide supporting documentation for the outstanding loan balance of
Kshs4,640,480,509,

The Fund did not provide debtors’ ledgers detailing the loans issued by the Fund since
inception and the repayments made over the vears for audit review;



(if)  The Fund did not provide for audit review a comprehensive loan listing and aging analysis
supporting the owtstanding loans.
{iv)  the Matter remained unresolved.

Recommendations of the Committee
694, The Commitiee recommends that:

i.  The Aceounting Officer should ensure that necessary financial and accounting
records are kept in compliance with the provisions of the Public Finance
Management Act, 2012 section 68(2)(b) and (¢) and Regulation 100 of the Public
Finance Management (National Government) Regulations, 2015;

i The Principal Seeretary, State Department for Youth Affairs considers deploying
a Youth Officer in each constituency for efficient reporting and accountability of
expenditures and improved administration of the Fund;

1. The Accounting Officer ensures that all outstanding audit issues are resolved as
required by Section 68(2)(1) of the Public Finance Management Act, 2012 and
Section 53(1) of the Public Audit Act, 2015;

iv.  Within three (3) months upon the adoption of this report, the Accounting Officer
should submit the following documents to the Auditor General for audit
verification and reporting in the subsequent audit evele -

a)  Bank reconciliation statements, confirmation certificate of bank
balance, board of survey reports and copies of cash book extracts for the
291 bank accounts

b) Comprehensive loan listing and aging analysis supporting the
outstanding loans.

¢)  Debtors® ledgers detailing the loans issued by the Fund since inception
and the repayments made over the years for audit review.

(3.)Unsupported Constituencies’ Administration Costs

695.The statement of financial performance reflected constituencies’ administration costs of
Kshs173,113,419, However, out of 290 constituencies. only 213 constituencies submitted
their respective expenditure returns totaling to Kshs130,468,263, leaving a balance of
Kshs42,645,156 in respect of 77 constituencies which was not supported by comprehensive
expenditure returns, Further, examination of the submitted returns from Turkana Central
Constituency revealed unsupported expenditure of Kshs293,000 during the year. Cash sale
receipts were also not supported with electronic tax recei pts as required. In the circumstances,
the accuracy and completeness of the constituencies’ administration costs of Kshs] 73,113,419
could not be confirmed.

Submissions by the Accounting Officer
696, The Accounting Officer submitted that:
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1,
il

V1,

The statement of financial performance for the year ended 30 June 2021 reflected
an amount of Ksh 173,113,419 as administration costs that was spend by
constituencies during the year under review;

The challenges were attributed to the Fund's structure and manual operations.
The Fund had since received and collated the expenditure returns for 244
constituencies totalling Kshs 141,280,728 92;

This amount, compared to the expenditure of Ksh 173,113,419, translated to §2%
support for the expenditure;

Turkana Central Constituency had submitted scanned copies of payment vouchers
and other documents to support the expenditure of Kshs 293,000,

The scanned payment vouchers were provided for audit confirmation.

Observations and findings of the Committee
607 The Committee observed that:

i.  Administration costs of Kshs 42,645,156 in respect of 77 constituencies were not
supported by comprehensive expenditure returns from the Constituencies;

ii. Th
on
i, Th

e Fund®s failure to provide accounting documents on time was attributed to the reliance
staff from other MDAs to provide reconciliations or expenditure returns.
e Funds operations are manual, and most constituencies lack of sufficiemt personnel 1o

prepare and submit the financial documents on tme,

iv. Th

¢ Turkana expenditure returns of Kshs293,000 has since been provided for audit

verification and therefore the issue is dropped.
v.  The matter remained unresolved.

Recommendations of the Committee
G698 The Committee recommends that:

(i)

(il

{iii)

1r5

Within three months after the adoption of this report, the Accounting Officer
should provide the expenditure returns of the administration costs of Kshs
42,645,156 in respect of 77 constituencies to the Auditor -General for audit
verification and reporting in the next audit cyele;

the Accounting Officer should ensure that necessary accounting documentation is
submitted within reasonable time in compliance with the provisions of Public
Finance Management Act, 2012 scetion 68(2)(b) and (¢) and Regulation 100 of the
Public Finance Management (National Government) Regulations, 2015; and

The Principal Secretary State Department for Youth Affairs considers deploying
a Youth Officer for efficient reporting and accountability of expenditures and
improved the administration of the Fund.



(Mher Matters

(4.) Unresolved Prior Year Audit Matters.
699 Various prior year audit issues remained unresolved as at 30 June, 2021. Management has not

provided reasons for the delay in resolving the prior vear audit issues,

Submissions by the Accounting Officer
700. The Accounting Officer committed to resolving the matters within three {3) months.

(¥bservations and findings of the Committee
701. The Committee observed that:
(i) Some prior-year audit issues remained unresolved as at 30 June 2021 against the
requirement of Section 68(2)1) of the Public Finance Management Act, 2012; and
{ii}  The issue is unresolved.

Recommendations of the committee

702. The Commitiee recommends that within three months of adoeption of this report, the
accounting officer should resolve all the outstanding audit issues as required under
Section 68(2)(I) of the Public Finance Management Act, 2012 and Section 53(1) of the
Public Audit Act, 2015,

(5.)Internal Control Weaknesses in Fund Administration at the Constituency
703, The audit noted Structural and control weaknesses in various constituencies as follows:

i.  Failure to institute measures for effective follow up on beneficiaries of loans feading to
high loan defaulters.

ii.  Failure to carrv out reconciliations of loan records. As a result, repayments in bank
statements were not reconciled to the loan registers leading to uncleared suspense ledger
balances 1in Kasipul-Kabondo and Khwisero Constituencies.

ii.  Several Constituencies did not update loan registers, bank reconciliation statements and
loan repayments.

iv.  The records further revealed deficiencies in documentation, authorization, and approvals
of loans to prevent irregular loans. Individual loan accounts and details of loans
beneficiaries were not maintained in Muhoroni and Khwisero Constituencies. Further,
some groups were given loans vet there was no evidence of approval and completed
application forms.

v.  The Uwezo Fund operations in Bureti Constituency appear to have been dormant since
2016 and as a result, outstanding loans may not be recovered.

Submissions by the Accounting Officer
T04.The Accounting Officer submitted that
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1.

v,

vil.

The secretariat disbursed funds through the constituency bank accounts maintained for
every constituency as provided in Section 19 (c) of the PFM (Uwezo Fund) Regulations
2014, where constituencies loaned the same funds to beneficiary groups;
Documentation, authorization approvals, bank reconciliation and follow-up of loan
repayments were done at the constituency level;

The CUFMCs continued to mount efforts towards reconciliation of loan records despite
the challenge of non-submission of the repayment deposit slips by the Fund's
beneficiaries.

The Constituencies officers sought assistance from the local administration to follow up
loan recovery from loan defaulters and at the same time sensitize loan beneficiaries on the
importance of loan repayment.

The managemeni took measures 1o have lvan beneficiaries repay the loans advanced 1o
them;

The management had also improved its guidelines 1o ensure that loan reports, bank
reconciliation statements and loan repayment reports were submitted on time with
complete and proper documentation;

The management continued to ensure that all records were appropriately kept and
submitted on time and Khwisero Constituency had since submitted complete loan retums
indicating loans to beneficiaries.

Observations and findings of the Committee
705.The Commitltee observed that;

1. There are weaknesses in the internal control systems in the constituencies level
resulting in: inadequate documentation, accounting, and reconciliation of
accounting records as well as filing of expenditure returns; deficiency in
documentation, authorization, approval, and recovery of loans;

1i.  The Fund’s deficiencies in the constituency internal control svstem and the failure
to provide accounting documents on time is attributed to the reliance on staff from
other MDAs to provide reconciliations or expenditure returns. In addition, the Funds
operations are manual, and most constituencies lack sufficient personnel o prepare
and submit the financial documents on time.

. The matter remained unresolved.

Hecommendations of the committee

706, The Committee recommends that:
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(i}

Within three months of the adoption of this report, the Aceounting Officer should
ensure that all accounting documentation is submitted within reasonable time in
compliance with the provisions of Public Finance Management Act, 2012 section
68{2)(b) and (c) and Regulation 100 of the Public Finance Management (National
Government) Regulations, 2015;



(i} The Accounting Officer should ensure that all applicable accounting and
financial controls, systems, standards, laws and procedures are followed in
procuring or in preparation and filing of accounting documentation in compliance
to the Provisions of the Public Finance Management Act, 2012 and its Regulation
as well as the Public Procurement and Asset Disposal Act, 2015;

(i}  The Principal Secretary State Department for Youth Affairs considers deploying
tt. Youth Officer in each constituency for efficient reporting and accountability of
expenditures and improved the administration of the Fund.

e e R N B e e
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ILO CONSIDERATION OF THE REPOTT OF THE AUDITOR GENERAL ON THE
FINANCIAL STATEMENTS OF THE CIVIL SERVANTS HOUSING SCHEME FUND
707.Mr. Charles Hinga, the Principal Secretary Siate Department for Housing and Urban

Development appeared before the Committes on 14" April, 2023 to adduce evidence on the
audited financial statement for the Civil Servants Housing Scheme Fund for the year ended
30™ June, 2020/2021 and 2021/2022. He was accompanied by the following officers:

1. Mr. Charles Liyayi - Head of Accounting Unit
2. Mr. John Miya - Director of Administration
3. Ms. Everlyne Nyakware - Chief Finance Officer

4, Mr. John Kaplich -Accountant

3. Mr. Bob Obebo - Accountant

6. Mr S5ad Athman =Acoountant

11.1 Background of the Civil Servants Housing Scheme Fund
708 The Civil Servants Housing Scheme Fund is established under Regulation 3 of the Civil

servants (Housing Scheme Fund) Regulations, 2004 as amended by Legal Notice. 231 of
2015. The Fund was established in line with the National Housing Policy for Kenva 2004
(Sessional Paper No. 3) and is intended 1o cater for special housing needs of civil servants.
The objective and purpose of the Fund is to:
a. Provide housing loan facilities to civil servants for the purposes of either
purchasing or constructing a residential house
Develop housing units for sale and for rental by civil servants.

Raise funds for the implementation of the objectives stated under paragraphs (a)
and (b) of the regulation.

11.1.1 THE AUDITEDFINANCIAL STATEMENTS FOR THE CIVIL SERVANTS
HOUSING SCHEME FUND FOR THE FINANCIAL YEAR 2020/2021

Basis for Qualified Opinion

(1.)Inaccuracies in the Statement of Changes in Net Asscts

709.The statement of changes in net assets reflects accounts capital/development grants/funds

balance of Kshs9,080,969,134 as at 30" June, 2021. A casting of the balances gives a total
amount of Kshs9 080,933,130 resulting in a variance of Kshs36.004. Similarly, the statement
reflects payable 10% deposits reserves balance of Kshs602,785.168 while the supporting
schedule reflects a balance of Kshs602,749,167 resulting (o a variance of Kshs36,001. Further,
the statement reflects capital reserves debit balance of Kshs2,070,562 and deposit for houses
debit balance of Kshs7,577,065 whose supporting analyvsis were not provided for audit review.

Under the circumstances, the accuracy and validity of the statement of changes in net assets
could not be confirmed.

Submissions by the Accounting Officer
710.The Accounting Officer submitted that:
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1. The re-casting of balances in the statement of changes in net assets did not reveal any error
as indicated in the table below,

Description Amount {Ksh)
As at July 1, 2020 9.004,202,642 .46
Capital/Development grants received during the year 200,000,000.00
Property Validation and rental collections reserves 152,224 868.00
Accounts pavable 10% deposits reserves (602,749,167.28)
Reserves on Sale of Houses 336,938.417.54
Capital Reserves (2,070,562.00)
Deposit for houses (7.577.064.72)
As at June 30, 2021 9,080,969,134.00

The 10% deposit reserves balance was reconciled and now reflects the correct balance. An analysis

for Capital reserves of Kshs 2,070,562 and Deposits for houses of Kshs 7,577,065 were provided
tor audit review,

Observations and Findings of the Committee
711.The Committee observed that:

L. The inaccuracies in the statement of changes in net assets were occasioned by the
unexplained variances in the balances and non-provision of supporting analysis of
capital reserves debit balance;

il The variations have since been reconciled, and supporting analysis of the capital
reserves was provided for audit verification and

iii. The matter was resolved.

Recommendations of the Committee
712.The Committee recommends that:

. The Accounting Officer ensures that all applicable accounting and financial
controls, systems, standards, laws, and procedures are followed in the preparation
of the financial statements and in accordance with the standards prescribed by
the Public Sector Accounting Standards Board in compliance with Regulation
101(4) of the Public Finance Management (National Government) Regulations,
2015.

ii. The Accounting Officer ensures timely provision of accounting documentation

required for audit verification as per the provision section 31(4), and 53 of the
Public Audit Act, 2015,
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(2.)Use of Goods and Services
713.As disclosed in Note 12 to the financial statements, the statement of financial performance

reflects an expenditure of Kshs107,340,348 under the use of goods and services, A review of
the records provided revealed the following inadequacics.

a. Unsupported Advertisement, Awarencess and Publicity

714.Included in the expenditure on the use of goods and services is an amount of Kshs69,653,017
incurred on advertisement, awareness, and publicity. However, payment documents in support
of expenditure totalling Kshs19,816,552 were not provided for audit review. Further, the
amount of Kshs69,653,017 includes an expenditure of Kshs29,294 888, whose breakdown
was not provided for audit verification. In addition, the total expenditure includes payvments
totaling Kshs31,300,188 relating to general expenses, travel and domestic expenses that were
misclassified under advertisement, awareness, and publicity.

Submissions by the Accounting Officer
7115.The Accounting Officer submitted that under advertising, awareness, and publicity. the entries

of Kshs19,816,552 and Kshs29,294 888 are correctional journal entries made during the year
were as follows:

1. The Kshsl9,816,552 includes correction journal entries as shown in the table below:

SN0 | Journal entry no. | Amount
I 1V-3000 6.014.066.30 -
2 | Iv-3100 7.810,300.00
3 V3300 121,930.00
4 TV-3400 1,629.630.00 B
5 |Iv-3500 526,804.00
G IV-3600 3,692.921.82
8 | IV-3700 20,000.00
Total 19,816,552

716.The Kshs29,294 888 is a correction journal entry; the voucher was provided for review.

717.He further submitted that the Kshs31,300,188 payments relating to office stationery, toners,
domestic travel, and accommodation purchases were correctly classified since the expenses
were incurred in support of publicity and awareness activities.

Observations and Findings of the Committee
718, The Commitiee observed that:

1. The Ksh19,816,552 and Ksh29,294 888 relate to correctional journal entries.
ii. The Accounting officer did not prepare the financial reports to reflect corrections.
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iii. The Matter remains unresolved.

Recommendations of the Committee
719.The Committee recommends that:

i The Aceounting Officer ensures that all applicable accounting and financial
controls, systems, standards, laws, and procedures are followed in the preparation
of the financial statements and in accordance with the standards prescribed by
the Public Sector Accounting Standards Board in compliance with Regulation
101{4) of the Public Finance Management (National Government) Regulations,
2015;

ii. The Accounting Officer ensures timely provision of accounting documentation
required for audit verification as per sections 31(4), and 53 of the Public Audit
Act, 2015; and

iii.  The Accounting Officer submits the correctional journal entries for
Ksh19.816,552 and Ksh29.294,8588 to the Office of the Auditor - General for
verification within three months of the adoption of this report.

b. Unreconciled Training Expenses

720.The expenditure on the use of goods and services includes training expenses of Ksh5.000,000.
However, the amount excludes payments totalling Ksh2,511,880, which, although traced in
the cash book, were not included in the ledger, and supporting schedules.

Submission by the Accounting Officer

721.The Accounting Officer submitted that the expenditure on training totalling Ksh 5,000,000
included all the payments made under the vote. He further submitted that upon analysis of the
cash book, the fund's management could not identify the payments totalling Ksh2,511,880 as
the Auditor did not provide any breakdown. He submitted that all the payment vouchers were
provided for audit verification.

Observations and Findings of the Committee
7122.The Committee observed that—
1. The Accounting Officer claimed to have been unable to identify training expenditure
totalling Kshs 2,511,880 as reported by the Auditor General; and
ii. The matter remained unresolved.

Recommendations of the Committee

723 The Committee recommends that the Accounting Officer linises with the Office of the
Auditor- General to identify the Ksh2,511,880 training expenses, which was traced in
the cash book but were not included in the ledger and provide the supporting schedules
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to Auditor — General within three months of the adoption of this report for auvdit
verification and reporting in the next audit eyele .

. Unreeonciled Electricity Expenses

724 Included under the use of goods and services expenditure is an amount of Kshs646.048
concerning electricity expenses. However, the amount did not include payments amounting to
Kshs1,195,551, which were instead charged to the refurbishment of residential buildings.

Under the circumstances, the accuracy of the expenditure of Kshs107,340,348 could not be
ascertained.

Submissions by the Accounting Officer

725.The Accounting Officer submitted that the amount of Kshs1.195,551 is related to repairs and
maintenance for residential houses and therefore was correctly charged and classified under
refurbishment and maintenance of residential buildings.

Observations and Findings of the Commirttee
726.The Committee observed that-
I. The amount of Kshs1,195,551 was correctly charged under the refurbishment of residential
buildings:
ii. The matter was resolved,

(3.)  Receivables from Exchange Transactions

727.As disclosed at Note 17 to the financial statements, receivables [rom exchange transactions
balance of Kshs6,097,035,324 comprised of current receivables of Kshs392.643,328 and long-
term receivables of Kshs5, 704,391,996 as at 30 June, 2021, Included in the current receivables
of kshs392,643,328 is an amount of Kshs109.647,558 owed by the Principal Secretary-Lands
has remained outstanding for several years,

728.In addition, the current receivables reflect remt and service charge arrears balances of
Kshs237,105,191 and Kshs43.890,579, respectively. The analysis provided revealed that
although the balances were grouped as current receivables, most of the balances had been
outstanding for several years. and some were running balances.

729.Further, Management did not provide details of the composition of long-term receivables of
kshs5,704,391,996 since the ledger extracts provided for audit review did not indicate the
names of persons or institutions owing the funds. In addition, no provision for bad and
doubtful debts has been provided despite some outstanding balances for a considerably long
period. In the circumstances, the accuracy and recoverability of receivables from exchange
transactions balance of Kshs6,097,035,324 as at 30 June. 2021 could not be confirmed.

Submissions by the Accounting Officer
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730.The Accounting Officer submitted that the query under receivables from exchange
transactions raised three issues as follows:
a. P'S Lands- Kshs 109,647,558
731.The Accounting Officer submitted that Management was formulating modalities for
recovering the amounts that were paid to Principal Secretary State Department for Lands.

b. Rent and Service Charge Arrears

732.The Accounting Officer submitted that the current receivables reflected rent and service
charge arrears balances of Kshs237,105,191 and Kshs43,890.579, respectively which remain
outstanding due to delay of submission of payroll by-products from various MDAs and county
governments despite receipt of the remittances. Further, some civil servants remit money by
bank standing orders.

733.However, the management did not disclose the specific purpose of the remittance. Therefore,
if the details of the civil servants in whose respect the MDAs and County Governments pay
the remittances are not provided, the Fund cannot clear the balances in each client account.

¢. Long term Receivables of Kshs 5,704,391,996 Schedules
734.The Accounting Officer submitted that the long-term receivables include: -
i. Mortgage recoverable scheme- Kshs 1,419,177,345.95
ii. Mortgage recoverable KCB S&L- Kshs 2,982,517,555.80
iii, Mortgage recoverable HFCK- 1,247 479,940.02
iv. Group Insurance Recoverable- 55,217,154.46
v. The Fund provided schedules to support the long-term receivables for verification.

Observations and findings of the Committee
735.The Committee observed that-
i.  Current receivables of Kshsl109.647,558 owed by the Principal Secretary-Lands
remained outstanding for several vears;

1. The Fund did not provide for audit review the details of the composition of long-term
receivables of Kshs5,704,391,.996;

iii.  The Fund made no provisien for bad and doubtful debts despite some balances remaining
outstanding for a considerably long period;

iv.  There is a need to digitize the system to ensure the by-product is generated through the
EPR system and is integrated into the IPDD system to provide monthly statements to
tacilitate clearance of balances in each client account; and

v.  The matter was not resolved.

Recommendations of the Committee
736.The Committee recommends that:
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i. The Accounting Officer submits a status report on the recovery of the Ksh,
109,647,558 paid to PS Lands to the Auditor — General within three months of
the adoption of this report.

ii. The Accounting Officer submits details of the composition of long-term
receivables of Ksh. 5,704,391,996 to the Auditor General for verification within
three months of adoption of this report by the National Assembly.

iii.  Within three months of adoption of this report, the Accounting Officer submit a
progress report, on the digitization of the system, to ensure the by-product is
generated through the EPR system and is integrated into the IPDD system to
provide monthly statements to facilitate clearance of balances in each client

account to the Auditor - General for verification and reporting in the next audit
cycle .

{(4.)  Cash and Cash Equivalents

737.As previously reported and as disclosed in Note 16 to the financial statements, the statement
of financial position reflects a cash and cash equivalents balance of Kshs2 234 665183 as at
30 June, 2021. However, the bank reconciliation statement for the deposit account reflects un-
banked receipts totaling Kshs17.840,670 out of which amounts totaling Kshs14,360,196 was
in respect to the 201872019 and 20192020 financial years.

738. Further, the reconciliation statement reflects unrepresented cheques totaling Kshs21,274.256,
out of which clearance status for payments totaling Kshs1.709,090 was not provided. In
addition, the clearance status of receipts in the bank statement not in the cash book amounting
to Kshs182,667,400 was not provided. In the circumstances, it was not possible to confirm

whether the cash and cash equivalents balance of Kshs2.234,665.183 as at 30 June, 2021 was
fairly stated.

Submissions by the Accounting Officer

739.The Accounting Officer submitted that the query under cash and cash equivalents raised issues
relating to bank reconciliation statements on receipts in the cash book not in the bank,
payments in the cash book not in the bank and receipts in the bank not in the cashbook. He
submitted that the differences might oceur due to a lack of full documentation and. in some
cases, errors of omission,

740).He also stated that management was in the process of reconeiling all the owstanding balances
with a view of updating the clearance in subsequent bank reconciliations and providing for

adjustments in the cashbook and submitted the following progress.

a. Receipts in cash book not in bank
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741.The receipts in the cash book, not in the bank of Kshs17,840,670 included some receipts that
could be traced in that bank statement. However, the Management has since traced a total of
Kshs 14,722,495.00. The verification was ongoing to reconcile the outstanding balance of Ksh
3,118,175.00.

b. Payments cash book not in bank
742.The payments in the cash book, not in the bank totaling Kshs1,709,090 included a reversal
entry of Kshs 700,000, Further verification was ongoing to clear the outstanding balance of
Kshs 1.009,090. The Fund provided an extract of the cashbook for the Ksh 700,000 reversal
entry for verification.

¢. Receipts in bank not in cashbook
743.Receipts in the bank amounting to Kshs182,667,400 and not in the cashbook were because of
remittances  from various MDAs and county governmenis that lacked supporting
documentation detailing the purpose of remitiances.

Observations and Findings of the Committee
744.The Committee observed that-
.. The Fund did not conclude the verification to clear an outstanding balance of Kshs 1,009,090
is a payment in the cash book, not in the bank.
ii. The management established the source of bank receipts amounting to Kshs182,667,400.
iii. The management did not reconcile the outstanding balance of Ksh 3,118,175.00.
iv. The matter was unresolved.

Recommendations of the Committee
745.The Committee recommends that:

i. The Accounting Officer verifies and clears the outstanding balance of Ksh
1,009,090, which is a payment in cash book not in the bank within three months
of the adoption of this report by the National Assembly and submit documentation
to Auditor-General for audit review and reporting in the subsequent audit cycle.

ii. The Accounting Officer undertakes monthly bank reconciliations as per
Regulation 901} of the PFM (National Government) Regulations 2015,

iii.  The Accounting Officer should, within three months of the adoption of this report
give a report to the National Assembly, on the follow-up with MDAs and County
Governments to provide documentation for remittances.

iv.  The Accounting Officer reconciles the outstanding balance of Ksh 3,118,175.00
within three months of the adoption of this report and present the reconciliations
to the Auditor-General for audit verification and reporting in the subsequent
audit eyvele.
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Other Matters

(5.) Budgetary Control and Performance

746.The statement of comparison of budgel and actual amounts reflects the final revenue budget
and expenditure budget of Ksh372,275.206 and Ksh240,518.763, respectively, resulting in a
variance of Ksh131,756.443. No explanation was provided for the unbalanced budget. In
addition, the Fund expended Ksh155,864,653 against an approved budget of Ksh240,518,763
resulting in an under-expenditure of Ksh84,654,110 or 35% of the budget.

747 In addition, it was not possible to confirm whether the Fund was authorized to incur the total
expenses of Ksh155,864,672 reflected in the statement of financial performance for the vear
ended 30 June, 2021, which is contrary to Regulations 31(2) of the Public Finance
Management (National Government) Regulations, 2015 that requires expenditure
commitments for the supply of goods and services o be controlled against spending and
procurement plans approved by the responsible Accounting Officer based on allocations from
the approved budget

Submissions by the Accounting Officer
a. Budgeted Revenue
748.The Accounting Officer submitted that the Fund's revenue includes mortgage interest,
investment interest, bank interest, rental income, sale of forms and exchequer receipts from
the National Treasury. The uncertainties around the exchequer amount to be received from
Treasury, the mortgage uptakes and prevailing investment interest rates bring a challenge to

predict the revenues for the year hence the Fund reports the actual revenues in the statement
of comparison of budget and actual amounts.

b. Under expenditure
749.The Fund's operations were affected by Government-Covid 19 restrictions. and therelore.
most of the Fund operations could not be undertaken, resulting in under-expenditure.

c. Approved Budget
750, The Fund provided the approved budget for the financial year 2020/2021 and the Scheme
Management Committee minutes for audit verification.

Observations and Findings by the Committee
751. The Committee observed that—
I.  The Accounting Officer did not provide the supporting documents relating to the budget
at the time of the audit
ii.  The accounting could not accurately forecast on revenue streams due 1o the uncertainty in
mortgage uptakes and prevailing investment interest rates.
iii.  The matter remains unresolved.
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Recommendations of the Committee
752.The Committee recommends that—
i. The Accounting Officer engages the services of an actuarial scientist to predict the
uncertain revenues in subsequent financial years.
ii. The Accounting Officer ensures timely provision of accounting decumentation
required for audit verification as per sections 31(4), and 53 of the Public Audit Act,
2015.

REPORT ON LAWFULNMNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES
Basis for Conclusion

(6) Machakos Housing Project

753.As reported in the previous vear, the contract for the Machakos Housing Project was awarded
on 25" August 2017 at a sum of Kshs 706,500,000 which was later revised to
Kshs744,475,735 for a duration of ninety-six (96) weeks ending on 21* June, 2019. An
extension of time was subsequently granted to 20" November 2020, Information provided by
the Management indicates that the project was completed, and a practical completion
certificate was issued on 12" August, 2020. However, as similarly reported in 2019/2020,
payments amounting to Kshs10,639 982 were made out from the contract without adequate
supporting documents, contrary io Regulations 9%(3) of the Public Finance Management
(National Government) Regulations, 2015.

Submissions by the Accounting Officer

754 The Accounting Officer submitted that the payments amounting to Kshs10,639,982 that was
made out from the contract were made following a valuation of work done and a payment
certificate issued by the Project Manager, who was the Works Secretary, State Department of
Public Works. Upon realizing the insufficient support documentation, the Management
recovered the total amount of Kshs10,639,982 from subsequent payments under Payment
Certificate number 33.

Field visit by the Committee
755.0n Friday, 5™ May 2023, the Committee conducted an inspection visit to the Machakos
Housing project. The purpose of the visit was to ascertain, verify and inspect the physical
implementation of the project. The committee established the following:
a) Project Description
736.The project entails construction of 200 housing units of 100 No. three bedrooms units and 100

two bedrooms units in 6 blocks with associated works consisting of electrical and mechanical
installations and civil works.
b. Project Details
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Commencement of the project - 25th August 2017

Completion date - 12" August 2020
End of defects liability period - 10" June 2021

[nitial contract sum - Kshs 706,500,000.00
Revised contract sum - Kshs 744 475,735.28

c. Contractors Details:

Main Contractor: Vee Vee Enterprises Lid
Plumbing and Drainage Contractor: Volcanic Plumbing Works
Electrical Works Contractor: Power Eagle Enterprises Ltd
Civil Works Contractor: Sun-Jua Builders Ltd

d. Contract Progress Report

757.The project is complete and handed over to the client. The units were handed over o the

beneficiaries who are in occupation as from 1% January, 2022, The status is as indicted in the
table below:

Accommodation No of Units Plinth Area Sale price (Ksh,)
(M?)
Two bedrooms 100 66 3,300.000.00
Three bed room with 100 86 4,300,000.00
master en-suite.
Total Units 200 ' =
L
e Sale

758.The Units have been offered for sale to Civil Servants, public servants and members of the

public. The units to be sold to Civil Servants under either outright purchase or tenant
purchase terms while those sold to other Public Servants and members of the public will are
sold under outright purchase terms. Sale of the remaining units is ongoing. The sale status is
as indicated in the table below:

SMNo. iLucal—iun House Typology | Total No. of | Sold to date | Unsold to
| Units date

2 bedraoms 100 35 (3]
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Machakos 3 bedrooms 100 o4 36

9% 101

f. Titling
739 Part Development Plans (PDP) and survey plans have been prepared for the purposes of
litling of the land. Sectional properties survey for the units has also been done through
Survey of Kenya.

Observations and Findings of the Committee
760.The Committee observed that:
i The Management recovered Kshs]0,639 982 from subsequent payments under
Payment Certificate number 33.
ii. The matter was resolved.

b. Delay in Completion and Failure to Recover Liguidated Damages for Embu
Housing Project.
761.As reported in the previous year, the contract for the Embu Housing Project was awarded at a
sum of Kshs843,932,665 and later revised to Kshs866,737,918 for a duration of ninety-six
(96) weeks ending on 20 June, 2019 and later revised to 31 July, 2020. However, information
available indicates that the project was completed on 31* December 2021. The project was
thus behind schedule by 68 weeks by the time of completion. Review of the contract document
further indicates that liquidated damages were provided at the rate of Kshs300,000 per week
which translates to Kshs20,400,000 for the 68 weeks duration. However, no evidence was
provided for audit review to confirm that the liquidated damages were charged and recovered
as provided for in the contract.

Submissions by the Accounting Officer

762, The Accounting Officer submitted that the contract for the Embu project provided for the
Main Works contract, nominated Civil Works, Electrical Works, and Mechanical Works sub-
contracts. The Project Manager for this project was the Works Secretary, State Department
for Public Works. Each contract specified the liquidated & ascertained damages per week in
case of delay in completing the works. The damages are as follows:

i.  Main Works Contract Kshs 300,000.00 per week
ii. Civil Works sub-Contract Kshs100,000.00 per week

iii, Mechanical Works sub-contract Kshs 30,000.00 per week

iv. Electrical Works subcontract Kshs 5,000.00 per week

763.He further submitted that Civil Works Sub-contractor and Electrical Works Sub-contractor
caused the delay in the completion of the project. After the expiry of the contract period, the
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Project Manager deducted liquidated damages in all the subsequent valuations and payment

certificates for these sub-contractors after 31 July 2020.

764.He submitted that the damages had been deducted from the last valuation, and certificates
were provided for verification. The Accounting Officer provided the total liquidated damages

deducted per sub-contractor as follows:

[S/No Delay (weeks) | Rate per week | Total
{Kshs) deductions
1. Electricals sub-contractor 66 5,000 330,000.00
o1 Civil Works sub-Contractor T0.57 100,000 7.057.000.00
Total T.387.000.00

Field visit by the Committee

765.0n Friday, 5™ May 2023, the Committee conducted an inspection visit to the Embu Housing
project. The purpose of the visit was to ascertain, verify and inspect the physical
implementation of the project. The commitiee established the following:

a. Project Description
766.The project entails construction of 220 housing units of 140 No. three bedrooms units in 7
blocks and 80 No. two bedrooms units in 4 blocks with associated works consisting of
electrical & mechanical installations and civil works.
b. Project Details

Commencement Date - 24" August, 2017

96 Weeks (24 Months)
20" June, 2019

8th December, 2021
Kshs 843932 665.00

Kshs 866,737,918.78

Initial contract period =
Initial completion Date -
Revised Completion Date -
Contract Sum >

Revised contract sum -

c.  Contractors Details:
Main Contractor: Vaghjiyani Enterprises Lid.
Plumbing & Drainage Contractor: Ever Fortunes Co. Lid.
Electrical Works Contractor: Central Electricals International Lid

Civil Works Contractor: Dachi Ltd.
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d. Contract Progress Report.
767.The project complete and a certificate of practical completion was issued to the Main

Contractor on 8" December, 2021. The units were handed over to the beneficiaries who are in
occupation as from 1% August, 2022,

Project summary table

Accommodation No of Units Plinth Area | Sale price (Kshs)
(M?)
Two bedrooms 80 70 3,500,000.00
| Three bed room with 140 90 4.800.000.00
master en-suite.
Total Units 220
e. Sale

768. The Units have been offered for sale to Civil Servants, public servants and members of the
public. The units 1o be sold to Civil Servants under either outright purchase or tenant
purchase terms while those sold to other Public Servants and members of the public will be
sold under outright purchase terms. Sale of the remaining units is ongoing.

Status of sale
S/No. | Location | House Typology | Total No. of | Sold to date | Unsold to
Units date
2 bedrooms 80 23 57
Embu 3 bedrooms 140 25 115
= 48 172

f. Titling

769.Part Development Plans (PDP) and survey plans have been prepared for the purposes of

titling of the land. Sectional properties survey for the units has also been done through
Survey of Kenya.

Observations and Findings of the Committee
770.The Commitiee observed that;
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. The Accounting Officer recovered liquidated damages of Ksh 7,387,000.00 in the
subsequent valuations and payment certilicates for these sub-contractors done after 31%
July, 2020.

ii.  The matter was resolved.

11.1.2 REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR THE CIVIL
SERVANTS HOUSING SCHEME FUND FOR THE FINANCIAL YEAR 2021/2022
The basis for Adverse Opinion
(1.)Inaccuracies in the Financial Statements
T71.A review of the financial statements prepared and submitted for audit revealed the following
INaccuracies;

i. The work in Progress balance of Kshs 2,569,169,152 (Note 18 of the Financial Stalements)
was reported under current assets instead of non-current assets.

n. The Statement of Comparison of Budget and actual amounts reflected the final expenditure
budget of Kshs 271,984,361 against the total approved budget of Kshs 3.250.600,000
comprising of recurrent expenditure Kshs 310,600,000 and development expenditure of Kshs
2,840,000.000 respectively. The resulting variance of Kshs 2,978,615,639 was not explained
or reconciled.

iii. Statement of Comparison of Budget and actual amounts reflected final revenue budget of
Kshs473,556,292 against approved receipts budget of Kshs 3.400.000.000 resulting to an
unexplained and unreconciled variance of Kshs 2,926,443 708,

772.In the circumstances, the accuracy and completeness of the financial statements for the
financial year ending 30" June 2022 could not be confirmed,

Submission by the Accounting Officer

773.The Accounting Officer agreed with the observation of the Auditor General on the need to
reclassify the work in progress from current assets to Non-Current Assets in the financial
statements of the current period ending 30™ June 2023, He further submitted that the scheme
reported recurrent budgeted expenditure and attached a Statement of Comparison of Budget
and actual amounts.

774.He informed the Committee that the Scheme was working with the International Public Sector
Accounting Standards Board (IPSAS) to come up with a template that is unique to the
operations of the Scheme to align the budgeted revenue to the budgeted expenditure and to
cater for development budget and expenditure,

775 The Accounting Officer indicated that the Scheme reported actual revenues under the final

budget column in the Statement of Comparison of Budget and actual amounts instead of the
final revenue budget figures. This is because of the fluctuating nature of the revenue streams
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of the Scheme. However, in the subsequent yvears, the Scheme shall be keen to report the final
budgeted revenues as a comparison figure in the financial staterments per Auditor’s
recommendation.

Observations and Findings of the Committee
776.The Committee observed that;

L. The Accounting Officer admitted that the work in progress balance of Kshs
2,569,169,152 (Note 18 of the Financial Statements) was reported under current assets
instead of non-current assets

ii. The Accounting Officer did not explain or reconcile variances of Kshs 2,978,615,639
and Kshs 2,926,443,708 noted in the budget fipures.

iii Failure to adhere to IPSAS exposes the fund to fraud.

v, The matter was unresolved.

Recommendations of the Committee
777 The Committee recommends that—

. Within three months of the adoption of this report, the Accounting Officer submits
an explanation or reconciliation on the variances of Ksh 2,978,615,639 and Ksh
2,926,443,708 noted in the budget to the Auditor-General for audit verification.

ii.  The Accounting Officer ensures that all applicable accounting and financial controls,
systems, standards, laws, and procedures are followed in the preparation of the
financial statements in compliance with Public Finance Management Act, 2012 and
in accordance with the standards prescribed by the Public Sector Accounting
Standards Board as per Regulation 101(4) of the Public Finance Management
{National Government) Regulations, 2015.

(2.)Unsupported Revenue Balances
{2.1) Mortgage Interest

778, The statement of financial performance reflects mortgage interest of Kshs203,188,793 as
disclosed in Note 6 to the Financial Statements. However, Management did not provide for
audit review the detailed monthly analysis‘workings indicating amounts accrued from each
loan.

Submissions by the Accounting Officer

779.The Accounting Officer submitted that the mortgage interest of Kshs 203, 188,793 disclosed
in the financial statements included: Mortgage Interest Scheme of Kshs 91, 249,752 Mortgage
Interest KCB S&L of Kshs 66,675,909 and Mortgage Interest HFCK pf Kshs 45,263,132,

780.He also submitted that Morigage Interest Scheme is generated monthly in the ERP system for
all civil servants who purchased physical houses from the Scheme. The interest is calculated
on the reducing balance for each client account. A detailed analysis explaining the different
figures of the different streams of Mortgage interest was provided for audit review,
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Observations and Findings of the Committee
781.The Committee observed that-
i.  The Accounting Officer did not provide for audit review the detailed monthly
analysis/workings indicating amounts accrued from each loan.
11.  The matter remained unresolved.

Recommendations of the Committee
782.The Committee recommends that—

1. The Accounting Officer ensures timely provision of accounting documentation
required for audit verification as per sections 31(4), and 53 of the Public Audit Act,
2015; and

ii. The Accounting Officer provides to Auditor-General for audit verification and

reporting in the subsequent audit cyele the detailed monthly analysis/workings
indicating amounts acerued from each loan within three months of adoption of this
report.

{2.2) Finance Income — Investment Interest

783.The statement of financial performance reflects finance income- investment interest of
Kshs152,308.983 as disclosed in Note 7 to the Financial Statements. However, Management
did not provide for audit review the detailed analysis supporting the balance. In the
circumstances, the accuracy and completeness of the Finance-Investment interest of Kshs
152,308,983 for the year ended 30™ June, 2022 could not be confirmed.

Submissions by the Accounting Officer

784.The Accounting Officer submitted that The Finance Income-Investment interest ol Kshs
152,308,983 disclosed in the financial statements comprises interest earned from fixed
deposits at CBK Kshs 70,017,200 KCB Kshs 40,988,164.33 and HFC Kshs 41,302.918.60. A
detarled analysis of the above interest amounts earned was provided for audit review,

Observations and Findings of the Committee
785.The Committee observed that-
i.  The Accounting Officer has since provided a detailed analysis to support the Finance
Income-Investment interest of Kshs152,308 983;
ii.  The matter was resolved.

Recommendations of the Committee
786.The Committee recommends that
The Accounting Officer ensures timely provision of accounting documentation

required for audit verification as per sections 31(4), and 53 of the Public Audit Aet,
2015.
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(2.3) Rental Income
787 The statement of financial performance reflects rental income of Kshs95,722 648 as disclosed

in Note 9 to the Financial Statements. However, Management did not provide for audit review
the detailed analysis supporting the balance. In the circumstances, the accuracy and
completeness of rental income of Kshs 95,722,648 for the year ended 30" June, 2022 could
not be confirmed.

Submission by the Accounting Officer
788.Rental income refers to the money the scheme receives as rent from Investment properties

owned by the scheme. The annual rental income for the scheme is Kshs 49,713,792, in the
period under review, the scheme raised additional rental income from unbilled rent arrears
from prior years, tolalling to Kshs46,008,856. Hence the rental income for the vear was Kshs
93,722,648 as disclosed in the Financial Statements (Note 9). Fund attached a schedule for all
rental properties and occupants for audit review.

Observations and Findings of the Committee
789.The Committee observed that:

i.  The Accounting Officer failed to provide documents supporting the annual rental
income of Kshs 49,713,792 during the audit.
ii.  The Accounting Officer did not provide a detailed analysis supporting the additional
rental income of Kshs46,00.8,856 for verification by the Auditor — General.
iii.  The matter was unresolved.

Recommendations of the Committee
T9H). The Committee recommends that:

. The Accounting Officer ensures timely provision of accounting documentation
required for audit verification as per sections 31(4), and 53 of the Public Audit
Act, 2015; and

li. The Accounting Officer provides a detailed analysis supporting the additional
rental income of Ksh46,00,8,856 for verification and reporting in the subsequent
audit cyele by the Auditor-General within three months of the tabling of this
report.

(3.) Unsupported Refurbishment of Residential Buildings

791.Included in the repairs and maintenance balance of Kshs 16,836,662 is the refurbishment of
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However, Management did not provide for audit review supporting schedules with details of
the refurbished houses. In the circumstances, the validity, accuracy and completeness of
refurbishment of residential buildings expenditure of Kshs10,797,713 for the year ended 30"
June, 2022 could not be confirmed.



Submissions by the Accounting Officer

792.The Accounting submitted that the housing scheme Fund reported an expenditure of Kshs
10,797.713 as refurbishment of residential buildings. During the vear under review, the
scheme refurbished houses in Shauri Moyo and Ngara. The Fund provided a schedule showing
vendor, the payments made, and the houses refurbished for review.

Observations and Findings by the Committee
793.The Committee ohserved that-

i.  The Accounting Officer did not submit the schedule for refurbishing buildings during the
audit as provided by law.
ii.  The matter was not resolved.

Recommendations by the Committee
794.The Committee recommends that —

i.  Within three months upon adoption of this report, the Accounting Officer submits
the supporting schedules with details of the refurbished houses to account for the
expenditure of Ksh10.797,713 to the Auditor General for audit verificartion and
reporting in the subsequent audit eyele;

ii. The Accounting Officer submits all relevant documents during the audit for
subsequent financial years to the Auditor — General as provided under Section 31(4)
of the Public Audit Act, 2015.

{4.) Unsupported Cash and Equivalent Cash Balances
795.The statement of financial position reflects a cash and cash equivalents balance of
Kshs2,221,363,832 as disclosed in Note 16 to the financial statements. However, the audit
review revealed the following anomalies,

1. Included in cash and cash equivalents balance is Kshs31,423,249 regarding the deposit bank
account. The June 2022 bank reconciliation statement supporting the balance reflects
payments in the bank statement, not in the cash book totalling Kshs1,259.840, whose
clearance status was not disclosed during the audit. Additionally, it includes two (2) un-
presented cheques amounting to Kshs Kshs2.750,500 paid on 30" June, 2022 vide payment
vouchers No.10115 and 10116 to the Fund Administrator, whose details were not provided
for audit purposes.

ii. The balance includes Kshs1,137,283 regarding the operation bank account, for which the
bank balance confirmation certificate was not provided for audit review.

. Included in the balance is Kshs2,168,803,300 in respeet of four (4) fixed deposit bank
accounts for which Management did not provide bank conflirmation certificates and
approvals from the National Treasury for fixing the funds for audit verification.
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Submissions by the Accounting Officer
796.The Accounting submitted that—
i The Kshs 1,259,840 relates to an expenditure relating to operations (recurrent)
which was paid from the deposit account. The borrowed money was refunded to
the deposit account in the subseguent month.

ii. The reconciling items (Unpresented cheques) were cleared, as evidenced by the
bank reconciliations of the subsequent month. (November 2022).

iii., The bank balance confirmation certificate was available for audit for the auditor
10 review,

Iv. The auditor can review the bank balance confirmation certificate for the fixed

deposit amounts.

Observations and Findings of the Committee
797 . The Commitiee observed that-
1. The Accounting Officer did not provide payment details of Ksh 2,750,500 during the
audit.
ii. The matter was not resolved,

Recommendations of the Committee
798.The Committee recommends that—

i.  The Accounting Officer provides the details of the two (2) un-presented cheques
amounting to Ksh. 2,750,500 paid on 30" June, 2022 to the Auditor General within
three months of the adoption of this report, for verification and reporting in the
subsequent audit cycle.

ii. ~The Accounting Officer ensures timely provision of accounting documentation
required for audit verification as per sections 31(4 of the Public Audit Act, 2015.

(5.)Unsupported and Long Outstanding Current Receivables from Exchange
Transactions.

799.The statement of financial position reflects the current portion of receivables from exchange

transactions balance of Ksh. 676,392,613 as disclosed in Note 17 (a) (i) to the financial

statements. The balance includes mortgage principal arrears-HFCK Ksh.142.662.920 and a

mortgage mterest-HFCK balance of Ksh. 26,401,375, investment interest arrears balance of

Ksh. 8,176,666 and credit interest on bank balance of Ksh. 2,813,475, whose supporting
schedule/analysis were not provided for audit review.

800.1n addition, the balance includes rent and service charge arrears balance of Kshs377.317,476,
whose supporting schedule did not disclose persons or institutions from which the rent and
service charge arrears were due. Further, the balance includes an amount of Kshs109,647,557
due from the Principal Secretary Ministry of Lands, which had been outstanding for several
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years. In the circumstances, the recoverability, accuracy and completeness of the current
receivables from exchange transactions balance of Kshs676,392,613 as at 30 June 2022 could
not be confirmed.

Submissions by the Accounting Officer
801.The Accounting Officer submitted that the amount reported as Current receivables referred to:

Interest earned but not received as at 30" June, 2022 i.e., principal amount arrears by HFCK
of Kshs 142,662,920.42, HFCK Morlgage Interest of Kshs 26,401,375.28, Investment interest
arrears by HFC of Kshs 8.176,655.85 and credit interest earned but not paid as at 30™ June,
2022 of Kshs 2,813,475, These amounts were subsequently paid into the scheme’s account as
detailed below,

Date Description Financial Date | Bank Statement

Earned statements Received 3

30/06/2022 | Mortgage  principal | 142,662,920 12/09/2022 | 83,897,359.80
AITEaArs

30/06/2022 | Mortgage  interest | 26.401.375 12/09/2022 | 85.166.935.90
ITEAS

Sub Total 169,064,295 169,064,295,

J0/06/2022 | Bank Interest arrears | 2.813.474.60 01/07/2022 | 2.813,474.60

30/06/2022 | Investment _ interest | 8.176.665.85 22/08/2022 | 8,176,665.85
HFI'EE-L!'E

Rent and Service charge arrears
802.The Accounting Officer submitted the amount reported as rent arrears and service charpe

arrears of Kshs 377,317,476 refers to historical remittances made as block figures to the
Scheme account without the by-products from MDA’s. The amount cannot be attributed to a
specific tenant in that case. If the details of the civil servants in whose respect the remittances
are paid by the MDA"s and County Governments are not provided, the scheme cannot clear
the balances in each client account. Management is procuring an ERP system that will enhance
integration with the banks to ensure timely receipting and accounting of all remittances from
MDAs and counties, as well as making it easier to flag delayed remittances.

803.He submitted a list of all MDA’s and counties not remitting Mortgage and Rent Deductions

as contained in the table below:

SNOMDAs MONTHS [ AMOUNT [REMARKS
15tate Department for Public Service 49| 9,579,236.00
2{5tate Department of Roads 52|14.882.872.50
3|State Department for Foreign Affairs 88)11,024,055.00

194



4|State Department for Citizen Services 21] 7,298,189.20
3 [Ministry of Environment & Forestry 150 6,374,616.00
6 State Department for Livestock 108  920,000.00
Development
7|National Aids Control Council 64| 860,823.00
8| Public Service Commission 31| 5417480.00
9|Office of the Deputy President 7] 534,674.00
10|Cabinet Office 4 567,706,00
State Department for the ASALs and
H Regjanalpl.'}evempmem £ A0
02 ?:Eﬁ;ﬂ:nl for Labour & Skills 11| 3.291.249.00
13 [State Department for Trade 16| 2,964,946.00
14|Prison Department 8| 1,370,949.00
15| Kenya Revenue Authority 14  308,000.00
| 16]State Department for Economic Planning 65| 4,939,019.25
17 State lepartme:m for Social Security & 2| 392.167.00
Protection
18| Teachers Service Commission 66|  668,184.00
COUNTIES
I |Muranga County 56| 1,381,688.00
2|Turkana County 113] 2,430,969.00
3|Baringo County 113] 1,158,250.00
4|Kirinyaga County 45| 417,604.00
5| Nakuru County 82| 1,886,000.00
6|Nvyeri County 25] 1,256,675.00
7 Embu County T MEEE 0] .. -
B|Kajiado County 61| 1,629.615.00
9| Uasin Gishu County 54{ 2,120,526.00
10{Kisumu County 71| 1,537,363.00
11| Makueni County 22| 1,265078.00
| 2| Marsabit County 5| 289,890.00
|3 |Kakamepa County 69| 3,670,560.00
91,805,764.95

Principal Secretary Ministry of Lands- Kshs 109,647,557.72
804.The Accounting Officer indicated that the amount of Kshs 109,647,557.72 reported as deht

due from the Principal Secretary Ministry of Lands - refers to amounts that were remitted to
the State Department of Lands when the Scheme was administratively under the State
Department of Lands before it was moved to the State Depariment of Housing and Urban

Development. Management was in the process of recovering the amounts that were paid to
P'S Lands.
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Observations and Findings by the Committec
&05.The Committee observed that:

L.

1.

iii,

1¥,

Current receivables of Kshsi109,647.558 owed by the Principal Secretary-Lands
remained outstanding for several years;

The Fund did not provide for audit review the details of the morigage balances
Kshs142,662,920 and Kshs 26,401,375 during the audit;

There 1s a need to digitize the system to ensure the by-product is generated through the
EPR system and is integrated into the IPDD system to provide monthly statements to
facilitate the clearance of balances in each client account; and

The matter was not resolved.

Recommendations of the Committee
806.The Committee recommends that:

i

iii.

The Accounting Officer submits a status report on the recovery of the
Ksh109,647,558 paid to Principal Secretary State Department for Lands to the
Auditor - General within three months of the adoption of this report for audit
verification and reporting in the subseguent audit eycle.

The Accounting Officer submits a progress report on the digitization of the system
to ensure the by-product is generated through the EPR system and is integrated
into the IPDI) sysiem, to provide monthly statements to facilitate the clearance of
balances in each client aceount, within three months of the adoption of this report,
to the Auditor-General for verification and reporting in the next audit eycle;
The Accounting Officer submits all relevant documents during the audit for
subsequent financial years to the Auditor- General as provided under Section
31(4) of the Public Audit Act, 2015,

(6.} Unsupported Long-term Receivables from Exchange Transactions

807 The statement of financial position reflects long-term receivables from exchange transactions
balance of Kshs6,558,557,448 as disclosed in Note 17 (b) of the financial statements.
However, the supporting schedules provided for audit review in respect of each categorv of
reported balances were incomplete as they did not include key beneficiary s information such
as their names, job groups, dates of loan, amounts of loan issued, repayment periods, opening
loan balances, repayments during the year. closing loan balances and locations of the houses,
In addition, management did not provide for bad and doubtful debis during the vear. In the
circumstances, the recoverability, accuracy and completeness of long-term receivables from
exchange transactions balance of Kshs6,558,557.448 as at 30th June, 2022 could not be
confirmed.
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Submissions by the Accounting Officer
808.The Accounting Officer submitted that the schedules relating to morigage recoverable from

the Scheme of Ksh 2,476,198,088.74, morlgage recoverable from KCB (S&L) of Kshs
2,897.697,602, Mortgage recoverable from HFCK of Kshs 1,120,442 984 47 and Group
[nsurance Recoverable of Kshs 64,218,773 were availed in the format as presented by the
bank. The details, as required by the Auditor, are included in the schedules attached.

Observations and Findings of the Committee
809.The Committee observed that-

1.

The Accounting Officer failed to provide key beneficiary information such as the names,
job groups, dates of loan, amounts of loan issued, repayment periods, opening loan
balances, and repayments for audit review of the long-term receivables of
Kshs6,558,557. 448,

There is a need to digitize the system to ensure the by-product is generated through the
EPR system and is integrated into the IPDD system to provide monthly statements to
facilitate the clearance of balances in each client account.

The matter was not resolved.

Recommendations of the Committee
810.The Committee recommends that:

1. The Accounting Officer submits a progress report on the digitization of the system

to ensure the by-product is generated through the EPR system and is integrated into
the IPDD system to provide monthly statements to facilitate the clearance of balances
in each client account to the Auditor- General within three months of the adoption
of this report; and

ii. The Accounting officer to provide to the auditor general key beneficiary information

relating to the long-term receivables of Ksh. 6,558,557,448 within three months of
the adoption of this report.

(7.)Inaccuracies in Work in Progress

811.The stalement of financial position reflects the work-in-progress balance of Ksh
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2,569,169,152 as disclosed in Note 18 to the Financial Statements. However, Management
did not provide an analysis of the balances per project for audit review. In addition, the audit
review revealed the following anomalies:

1, Included in the balance are the purchase of houses for the sale of Ksh
1,046,000,000 and which ought to have been disclosed as land and Buildings.

ii. The balance includes statutory fees and other charges of Kshs 4,783,624 is at
variance with the ledger, reflecting a negative balance of Kshs 4,783,624,

iil. Included in the balance is construction of Kshs 1,377.777.649 which is at
variance with the ledger which reflects balance of Kshs 1,405,876.084
resulting to an un-explained and unreconciled variance of Kshs 28,098,435,



812.In the circumstances. the accuracy and completeness of the work in progress balance of Kshs
2,597.267,857 as at 30" June, 2022 could not be confirmed.

Submissions by the Accounting Officer

#13.The accounting officer submitted that the detailed analysis per project was attached for review.
He indicated that the purchase of houses for sale of Kshs 1,046,000,000 relates to the purchase
of Mavoko Sustainable Neighbourhood Project and the Makuru affordable housing project.
which the Scheme is yet 1o finalize the acquisition. In the circumstances, the purchase of the
houses s still considered under work in progress.

B14.He further submitted that the statutory fees and other charges of Kshs 4,783,624, in a credit
balance, was a misstatement in the initial financial statements and was corrected in the final
financial statements. The ledger on construction under Work in Progress and the variance of
Ksh were corrected. 28,098 435 reconciled in the final revised financial statement.

Observations and Findings of the Committee
815.The Committee observed that-
1. The Accounting Officer failed to provide an analysis of the balances per project to support
the work-in-progress balance of Kshs 2,597,267.857; and
1.  The matter remains unresolved.

Recommendations of the Committee
816.The Committee recommends that—

. The Accounting Officer provides an analysis of the balances per project to support
the work-in-progress balance of Ksh 2,597,267.857 to the Auditor General for audit
verification and reporting in the subsequent audit cycle, within three months of
adoption of this report;

ii. The Accounting Officer ensures timely provision of accounting documentation
required for audit verification as per sections 31(4) of the Public Audit Act, 2015,

(8.) Variance between Property, Plant and Equipment and Fixed Asset Register
balances
817.The Statement of Financial position reflects Property, Plant and Equipment net book value
balance of Ksh 877,238 301 as disclosed in Mote 19 {a) to the financial statements. However.
audit review revealed the following anomalies:
I. Unexplained and unreconciled variances between the financial statements and fixed asset
register balances as tabulated below:

Financial Fixed Assets
Statements Register Variance
Deseription (Kshs) {Kshs) {Ksh)

203



Land and Buildings 864,743,611 888,534,142 (23,790,531)
Motor Vehicle 30,190 40,252 (10,062)
Furniture & Fittings 4699411 2,953,706 1,745,705

" Computers 6,903,614 1,688,741 5,214,873
Plant and Equipment | 861,475 3,888,131 (3.026,656)
Total 877,238,301 897,104,972 (19,866,671)

ii. The depreciation amount of Kshs 20,884.361 in the property, Plant and Equipment
movement schedule could not be traced to the fixed assets register.

iii. Desktop computers and Apple iPad totalling Kshs 3,925 310 were wrongly classified under
Land and Buildings in the Asset Register.

iv. The Assets register reflects Plant and Equipment additions of Kshs 700,000 while the
Froperty, Plant and Equipment movement schedule reflects additions of Kshs 451,000,
resulting in an unexplained and unreconciled variance of Kshs 249,000

Submissions by the Accounting Officer

818.The Accounting Officer submitted that the ERP system developed an error of misclassification
of the fixed assets hence the variances noted, however, the total acquisition cost of property,
plant and equipment in the asset register is consistent with the acquisition cost reported in the
financial statements. He submitted that management was working with the developer of the
ERP sysiem to address the error of misclassification.

Observations and Findings of the Committee
£19.The Committee observed that-
i.  The Accounting Officer admitted the error of misclassification of the assets leading to a
variance of Ksh 19,866,671,
iil.  The Accounting Officer attributed the error of misclassification of the fixed assets to the
ERF system.
.  The matter remained unresolved.

Recommendations of the Committee
820.The Committee recommends that-

i The Accounting Officer corrects the misclassification within three months of the
adoption of this report and submit the documentation to the Auditor-General for
audit verification and reporting in the subsequent audit cycle;

ii. The Accounting Officer complies with the reporting format on assets by investing
in accounting personnel and training them on the ERP system; and

iii. The Accounting Officer ensures that all applicable accounting and financial
controls, systems, standards, laws, and procedures are followed in the preparation
of the financial statements in compliance with Public Finance Management Act,
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2012 and in accordance with the standards prescribed by the Public Scetor
Accounting Standards Board as per Regulation 101(4) of the Public Finance
Management (National Government) Regulations, 2015

(9.) Untitled Investment Properties

821.The statement of Financial Poesion reflects an investment property balance of Kshs

864,743,611 as disclosed in Note 20 to the financial statements, However, ownership titles for
parcels of Land on which some housing units are located were not provided for audit review.
The properties include Kileleshwa Gichugu 1, Kileleshwa Gichugu 2, Kilimani Dennis Pritt,
Park Road-Nairobi, Jogoo Road-Nairobi, Kibera Highrise, Mukenia South B, Kileleshwa
Flats, Shauri Moyo-Kisumu, Kiambu, Bondem-Nakuru, Machakos and Embu. In the
circumstances, the ownership of the investment properties of Kshs 864,743,611 as at 30" June,
2022 could not be confirmed.

Submissions by the Accounting Officer
822.The Accounting Officer submitied that the State Department was working closely with the

State Department for Lands and the National Land Commission in initiating the titling process
for all properties sold under the Fund. This included the preparation of Part Development
Plans, Allotment letters, Survey Plans, leases for the parcels of Land, sectional survey plans
and sectional titles.

823, A total of 298 titles have been received from Lands, of which 4] were unencumbered, and

257 had encumbrances in favour of the Fund and have been availed for audit review, Titling
for the remaining properties is ongoing at different stages. A steering committee comprising
officers from the State Departments for Lands and Housing and Urban Development has been
established to fast track the process.

Observations and Findings of the Committee
£24.The Committee observed that-

1

Titling for various projects under the scheme remained incomplete and the ownership of
the investment properties of Kshs 864,743,611 as at 30" June, 2022 could not be
confirmed; and

The matter is unresolved.

Recommendations of the Committee
825. The Committee recommends that the Accounting Officer provides a progress report to
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the auditor general on the engagement with the State Department of Lands and other
relevant stakcholders to fast-track the titling processing within three months of the
adoption of this report for audit verification and reporting in the subsequemt audit eycle.



Other Matters

(10} Budgetary Control and Performance

826.The statement of comparison of budget and actual amounts reflects an actual expenditure
amount of Kshs192,737,179 against an approved budget of Kshs271.984,361 resulting in an
under-expenditure of Kshs79.247,182 or 29% of the bud get. The underperformance affected
the planned activities and may have negatively impacted service delivery to the public.

Submissions by the Accounting Officer

#27.In the year under review, the Scheme had budgeted for purchase of ERP software and motor
vehicles whose procurement process delayed and by 30™ June 2022 the procurement had not
been done, resulting to the budget underperformance.

Observations and findings of the Committee
828.The Committee observed that:
i The Accounting Officer attributed the under-expenditure of Kshs79,247,182 to delay in the
procurement of ERP software and motor vehicles; and
ii.  The matter was unresolved,

Recommendations by the Committee
829 The Committee recommends that the Accounting Officer takes appropriate measures to
ensure efficient budget utilization and implementation of the FY planned activities.

(11) Unresolved Prior Year Matters

83(LIn the audit report of previous year, several issues were raised under the report on Financial
Statements, Report on lawfulness and effectiveness in the use of public resources, and report
on Effectiveness of Internal Controls, Risk Management and Governance. However, the
Management has not resolved the issues or given explanations for failure,

Submissions by the Accounting Officer
831.Prior year matters were responded to in the management responses of FY 2020/2021.

Implementation of Auditor’s recommendation is in process in the current financial vear.

Observations and findings of the Committee
832.The Committee observed that the matier was unresolved.
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Recommendations of the Committee

833.The Committee recommends that the Accounting Officer takes appropriate measures to

resolve the outstanding prior audit issues as required by Section 68(2)(1) of the Public
Finance Management Aet, 2012 and Section 53(1) of the Public Audit Act, 2015 within

three (3) months upon the adoption of this report and submit the status report to the
Auditor-General for audit verification.
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TO CONSIDER REPORT OF THE CIVIL SERAVANTS HOUSING SCHEME FUND
FOR FINACIAL YEARS 2020/2021 HELD ON THURSDAY 16™ FEBRUARY 2023, IN
THE COMMITTEE ROOM ON 2** FLOOR CONTINENTAL HOUSE AT 10.30 AM

PRESENT

Hon. Fatuma Zainab Mohammed, MP - Chairperson

Hon. Dawood Abdul Rahim, HSC, MP - Vice Chairperson
Hon, Erastus Kivasu Nzioka, MP

Hon. Dr. Edwin Mugo Gichuki, MP

Hon. Joseph Kimutai Cherorot, MP

Hon. Joshua Odongo Oron, MP

Hon. Paul Kibichi Biego, MP

R

APOLOGIES

Hon. Faith Wairimu Gitau, MP

Hon. Charles Ngusya Nguna, MP

Hon. Dr. Christine Ombaka Oduor, MP
Hon. Eve Akinyi Obara, MP

Hon. Tom Mboya Odege, MP

Hon. Catherine Nakhabi Omanyo, MP
Hon. Joseph Majimbo Kalasinga,

Hon. Cecilia Asinyen Ngitit, MP

B0 =] O LA o L b e

IN ATTENDANCE

NATIONAL ASSEMELY SECRETARIAT

Mr. Leonard Machira Senior Clerk Assistant
Ms. Comfort Susan Achieng - Clerk Assistant I11
Mr. Silvanus Makau - Clerk Assistant ITI
Mr. Robert Ngetich - Fiscal analyst I1

Ms. Judy Kanyoko - Legal Counsel I
Ms. Bevaline Mosoti - Research Assistant IIT

Ms, Maryam Gabow - Public Communication Officer 111
Mr. Kelvin Lengaoi - Audio officer
Mr. Benard Omondi - Sergeant-at-arms

e Al Rl

CIVIL SERVANTS HOUSING SCHEME FUND
Mr. Charles Wahinga — Principal Sectretary

1.

2, Mr. Charles Liyayi -OAG/HAU-SDHUD
3. Ms. Everlyne Nyakwara -SCFO-SDHUD

4, Mr. John Kadid -AC &5E

5. Mr. Bob Orebo - Accountant



OFFICE OF THE AUDITOR-GENERAL

I. Mr. Njoroge Waithima -Dhrector Audit

2, Mr. Moses Kabare -Principal Auditor

3. David Osiemo -Auditor-LRO
NATIONAL TREASURY

1. Rev.CPA Kimathi Kwiriga -Senior Accountant
AGENDA

1. Preliminaries
2. Confirmation of the minutes
3. Consideration of the Reports of the Civil Servants Housing Scheme fund.

4.  Any other Business
5. Adjoumement

MIN. NA/AA&SC-SFAC/2022/001/001; PRELIMINARIES
The Chairperson called the meeting to order at 10.31 am, followed by a word of prayer and

introductions.
MIN. NAJAAESC-SFAC/2022001/002: ADOPTION OF AGENDA
The agenda of the meeting was adopted unanimously, as follows;

1. Preliminaries

a) Prayer

b) Introductions

2. Adoption of the agenda

3. Adminmistration of Dath

4. Consideration of the Audit Report of Civil Servants Housing Scheme Fund for the
financial year 2020/2021.

5. Any Other Business

6. Adjournment Date of the next meeting.

MIN. NA/AA&SC-SFAC/2022/001/003: ADMINISTRATION OF OATH
The Principal Secretary Mr. Charles Hinga took Oath of Witness and tabled the Management
responses and supporting documents for the FY 2017/2018, 2018/2019 2019/2020 and

202012021,

MIN. NA/AA&SC-SFAC/2022/001/004: CONSIDERATION OF THE AUDIT
REPORTS OF THE CIVIL SERVANTS
HOUSING SCHEME FUND FOR THE

FINANCIAL YEAR 2020/2021

The principal secretary Mr. Charles Hinga briefed the committee on the mandate and scope of
the
eivil servants housing scheme Fund thereafter the examination of Audit reports commenced.
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Basis for qualified Opinion
1. Statement of changes in Net assets

The management informed the committee that the deposit reserved balance was a casting error

which was reconciled and corrected.

The OAG informed the members that the recasting error was as a result of the original audit
teport which has subsequently recurred and therefore the issue was difficult to resolve. In
addition, they informed members that they had not yet verified the changes in the Net assets.

2. Use of Goods and Services

The management explained that they used the single line budgeting process which correctly
classified the expenses incurred in support of publicity and awareness activities. They also
informed the Committee that they had availed the journal entries. The OAG informed the
members that matter was partially addressed as management had availed the journal entries but
not the details of the journal and therefore, they could not verify if the information is accurate.

The committee observed that there was a disconnect between the Office of the Auditor General

and the management and as a result of that the information provided was not verified.
The committee therefore recommended that the Management liaises with OAG and Verifies the

information, then get back to the Committee within fourteen (14) days.

MIN. NA/AA&SC-SFAC/2022/001/005: ADJOURNMENT
There being no other business, the meeting was adjourned at 12.53p.m. The next meeting will be

on notice
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HON. FATUMA ZAINAB MOHAMMED, MP

SIGNED...

(CHAIRPERSON)
SPECIAL FUNDS ACCOUNTS COMMITTEE






MINUTES OF THE 2" SITTING OF THE SPECIAL FUND ACCOUNTS COMMITTEE
HELD ON TUESDAY 21¥ FEBRUARY 2023, IN BOMA HOTEL, SOUTH C, AMANI
CONFERENCE ROOM AT 9.30 AM
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PRESENT

Hon. Fatuma Zainab Mohammed, MP - Chairperson
Hon. Dawood Abdul Rahim, HSC, MP - Viee Chairperson
Hon, Faith Wairimu Gitau, MP

Hon. Charles Ngusya Nguna, MP

Hon. Joseph Majimbo Kalasinga,

Hon. Tom Mboya Odege, MP

Hon. Erastus Kivasu Nzioka, MP

Hon. Dr. Edwin Mugo Gichuki, MP

Hon. Joseph Kimutai Cherorot, MP

lEl Hon. Joshua Odongo Oron, MP

11. Hon. Paul Kibichi Biego, MP

12. Hon. Eve Akinyi Obara, MP

13, Hon. Catherine Nakhabi Omanyo, MP

14. Hon. Cecilia Asinyen Ngitit, MP

APOLOGIES
Hon. Dr. Christine Ombaka Oduor, MP

IN ATTENDANCE

COFFEE CHERRY ADVANCE REVOLYING FUND

I. Mr. Timothy M. Mirugi - Managing Director

2. Ms. Sheila Wahome - Administrative Officer - NKPCU
3. Ms. Angeline Ndambuki -Operations Manager

4. Mr. Zacheus Ndirangu -Finance Manager

OFFICE OF THE AUDITOR-GENERAL

1. Ms. Khadija Alugongo - Deputy Director/ Audit

2. Mr. David Osiemo -Auditor/ Liaison Officer
NATIONAL TREASURY

I. Mr. Simon Kiriiba - Liaison Officer

NATIONAL ASSEMBLY SECRETARIAT

1. Mr. Leonard Machira - Senior Clerk Assistant
2. Ms. Comfort Susan Achieng - Clerk Assistant [II

3. Mr. Silvanus Makau - Clerk Assistant I1I

4, Mr. Robert Ngetich - Fiscal Analyst 1
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5. Ms. Bevaline Mosoti - Research Assistant 111
6. Ms. Maryam Gabow - Public Communication Officer 111
7. Mr. Peter Mutethia - Audio officer I1I
8. Mr. Benard Omondi - Sergeant-at-arms
MIN. NAJAAESC-SFAC/2023/004: PFPRELIMINARIES

The Chairperson called the meeting to order at 9:50 am, followed by a word of prayer and
introductions.

The following agenda was adopted as circulated:

a) Prayers

b) Preliminaries/Introductions

¢} Confirmation of previous Minutes

d) Examination of the Auditor General Reports on the audited Accounts of the
Coffee Cherry Advance Revolving Fund for the Financial years 2019/2020
and 2020/2021.

e) Any Other Business

fy Adjournment Date of the next meeting.

MIN. NA/AA&SC-SFAC/2023/005: CONFIRMATION OF FPREVIOUS
MINUTES

The Committee adopted the minutes of the 1* Sitting held on 16™ February 2023, having been
proposed by Hon. Joshua Odongo Oron, MP and being seconded by Hon. Erastus Kivasn
Nzioka MP

MIN. NAJAA&SC-SFAC/2023/006: MATTERS ARISING

The following matters arose:
Under MIN. NA/AA&SC-SFAC/2023/002, the Committee resolved:

a) That the meeting with the Principal Secretary, State Department for Housing and Urban
Development, on the examination of the Audit report of the Civil Servants Housing
Scheme Fund for the Financial Year 2020/2021 be rescheduled to 2™ March 2023.

b) To hold a retreat from 16™ March 2023 to 20™ March 2023 with the Chief Executive
Officers of the Equalization Fund and Land Settlement Fund to update the Committee
on issues covered in two reports tabled in the House by the previous Committee. The
committee also agreed to consider the 2020/2]1 Auditor General report of the
Equalization Fund during the said retreat. The secretariat was also tasked to draft a
programme for the same and to ensure effective utilization of the retreat to reduce the
Committee workload.
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¢) To reschedule meetings initially scheduled during the short recess from 24™ March to
4™ April 2023 to allow Members to proceed on recess for the said week.

MIN. NA/AA&SC-SFAC/2023/007: CONSIDERATION OF THE AUDIT REPORTS OF
THE COFFEE CHERRY ADVANCE REVOLVING FUND FOR 2019/20 AND 2020/21

The Committee noted that the Auditor General expressed an unqualified opinion on the annual
reports and financial statements for the Coffee Cherry Advance Revolving Fund for FY 2019/20
and 2020/21. However, the Committee raised the following issues that required clarification:

i.  The statement of cash flows for the year ended 30™ June 2021 indicated that the Fund
received Kshs. 2,764,094,521, but only 48,713, 943 was disbursed to farmers as of 1%
July 2021; This showed a slow uptake of the Fund and required clarification:

ii.  There was a need for the management to indicate when the New Kenya Planters
Cooperative Union (NKPCU) transferred funds received from the National Treasury into
the bank account of the Coffee Cherry Advance Revolving Fund at Cooperative Bank.
To determine interest earned during the period;

ii.  There was a need for the management of the Fund to avail evidence of approval by the
board regarding opening a bank account at a Cooperative Bank for the Coffee Cherry
Fund: and

iv.  There was a need for the management to clarify whether the Cherry Advance Revolving
Fund was managed separately from the new Kenya Planters Cooperative Union accounts,
considering that the union administered the Fund.

The Committee resolved to allow the Managing Director, Coffee Cherry Advance Revolving Fund
to present a brief on the mandate and scope of the Fund. After that, the Managing Director stated
as follows:

. Number of Beneficiaries of the Fund: 67,000 farmers benefited from the Fund, receiving a
total of Kshs.611,000,000.

2. Number of Counties Covered: The Fund uptake had increased in the last four months to 17
Counties, The Managing Director was requested to provide a tabulated list of disbursements
per County indicating the benefitting societies.

3. Corporate social responsibility: The Fund had built two Greenhouses in Mathira, Nyeri and
Meru County,



4. Operation of the Fund account. The Managing Director explained that the funds were held
in a call account in the Cooperative Bank. He further explained that the essence of the call
account was to allow availability and timely use of the money whenever the need arose.

5. Interest earned and usage. He stated that the money held in the Cooperative Bank account
had earned Kshs.205,000,000 in interest, which was well documented. He explained that part
of the interest was used to run the new KPCU.

6. Low uptake of funds. The Managing Director admitted that there was low uptake of the Fund
during its inception due to a lack of public awareness. He, however, noted that the uptake had
significantly improved in the past six months, as evidenced by the disbursement of Kshs. 611
million to date.

MIN. NA/AA&SC-SFAC/2023/008: ADJOURNMENT

There being no other business, the meeting was adjourned at 12.36 p.m. The next meeting will be

held on Tuesday, 28" February 2023, at 9:30 am.

---------------------------------------------------------------------------------------------

HON. FATUMA ZAINAB MOHAMMED, MP
(CHAIRPERSON)

SPECTAL FUNDS ACCOUNTS COMMITTEE



MINUTES OF THE 3" SITTING OF THE SPECIAL FUND ACCOUNTS COMMITTEE
HELD ON TUESDAY 28™ FEBRUARY 2013, IN CONTINENTAL HOUSE IN THE
SECOND FLOOR AT 9.30 AM

PRESENT
1. Hon. Fatuma Zainab Mohammed, MP - Chairperson
Hon. Dawood Abdul Rahim, HSC, MP - Vice Chairperson
Hon. Faith Wairimu Gitau, MP
Hon. Charles Ngusya Nguna, MP
Hon. Joseph Majimbo Kalasinga,
Hon. Tom Mbaya Odege, MP
Hon. Erastus Kivasu Nzioka, MP
Hon. Joseph Kimutai Cherorot, MP
. Hon. Joshua Odongo Oron, MP
10. Hon. Paul Kibichi Biego, MP
11. Hon. Catherine Nakhabi Omanyo, MP
12. Hon. Cecilia Asinyen Ngitit, MP
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APOLOGIES
1. Hon. Dr. Christine Ombaka Oduor, MP
2. Hon. Eve Akinyi Obara, MP
3. Hon. Kahugu Erick Mwangi, MP

IN ATTENDANCE
WOMEN ENTERPRISE DEVELOPMENT FUND
1. Dr. (Eng) Charles Mwirigi - Chief Executive Officer
2. Mr. Raphael Kimolo - Credit manager
3. Ms. Mariam Sadik - Legal Officer
4. Mr. Paul Wangai - Finance and Administration Manager

OFFICE OF THE AUDMITOR-GENERAL

1. Mr. Cheboiwo Philip - Deputy Director/Audit

2. Mr, David Osiemo -Auditor’ Liaison Officer

3. Mr. Christopher Mwangi -Auditor General

4, Ms. Ann Obudho = Auditor General
NATIONAL TREASURY

1. Mr. Simon Kiriiba - Liaison Officer

NATIONAL ASSEMBLY SECRETARIAT
1. Mr. Leonard Machira - Senior Clerk Assistant
2. Ms. Comfort Susan Achieng = Clerk Assistant III



Mr. Silvanus Makau Clerk Assistant IT1
Ms. Bevaline Mosoti - Research Assistant IT1
Ms. Mercyline Kerubo Audio officer 111
Mr. Benard Omondi Sergeant-at-arms
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MIN. NA/AA&SC-SFAC2023/009: PRELIMINARIES

The Chairperson called the meeting to order at 10;42 am, followed by a word of prayer and
introductions.

The following agenda was adopted as circulated:

Prayers

Preliminarnies/Introductions

Comumunication from the Chair

Confirmation of previous Minutes

Examination of the Auditor General Reports on Accounts for Women Enterprise
Development Fund for the Financial year 2018/2019 to 2020/2021.

Any Other Buginess

Adjournment Date of the next meeting.

R T

o .

MIMN. NAAALSC-SFAC2023/009: COMMUNICATION FROM THE
CHAIR

The Chairperson communicated the changes in the Committee membership following a
Communication made in the House on Thursday, 23% February 2023. The changes affected the
Committee, where the Hon. Dr Edwin Mugo GichukiMP was replaced by the Hon. Kahugu
Erick WMwangi, MP.

MIN. NAAA&SC-SFAC/2023/010: CONFIRMATION OF PREVIOUS
MINUTES

The committee adopted the minutes of the 2~ Sitting held on 21¢  February 2023, having been
proposed by Hon. Joshua Odongo Oron, MP and being seconded by Hon. Erastus Kivasu
Nzioka, MP

MIN. NAJAA&SC-SFAC/2023/011: MATTERS ARISING

The following matters arose:

a) Under MIN. NA/AAZSC-SFAC/2023/006, the Committee was informed that the
mecting of the Principal Secretary, State Department for Housing and Urban
Development on Examination of the Audit report of the Civil Servants Housing Scheme
Fund for Financial Year 2020/2021 scheduled for 2* March 2023 could not take place as
the Principal Secretary would be away on official duty. Therefore, the Committes
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resolved that the meeting be scheduled during the retreat from 16 March to 20* March
2023,

b) Under MIN. NA/AA&SC-SFAC2023/007, the Committee resolved to conclude
examination the Audit reports of the Coffee Cherry advance Revolving Fund for 2015/20
and 2020/21. The management of the Fund to submit evidence

MIN. NA/AA&SC-SFAC/2023/012: EXAMINATION OF THE AUDIT REPORTS OF
THE WOMEN ENTERPRISE DEVELOPMENT FUND FOR 2018/19 TO 2020/21

Brief on the mandate and scope of the Fund
The Chief Executive Officer briefed the Committee on the mandate and scope of the fund.
Examination of the Auditor General reports for the Financial Year 2018/2019

The Committee examined the Auditor General reports on the Women Enterprise Development
Fund for the Financial Year 2018/2019 as follows:

1. Receivables from Exchange Transactions
1.1 Non - Performing Loans to Financial Partners

i. Receivables from exchange transactions include non-performing loans totalling Kshs.

71,780,000 due from eight (8) financial intermediary partners.
ii, -The Management has not made any provision for bad debts, as recovery is doubtful

Response by the Fund Administrator

The Chief Executive officer stated that the Fund had institated legal proceedings against
intermediary financial partners, that is, Pamoja Women Development Program (PAWDEP),
Social Initiative and Development Entrepreneurs Program (SIDEF), Adok Timo and African
Women Foundation and the Judgement was issued in favour of the Fund for the outstanding
loan balance plus cost and interest.

He also informed the Committee that the Fund was in the process of enlisting new
auctioneers after the failure of the previous one to deliver a successful auction of the
properties and is committed to having the auction carried out before the end of the 2022/2023

Financial Year
He further explained that the Fund had instituted the following measures:

i) Ensured that intermediaries provided collateral as security for funds disbursed to
them, this which has aided in recovering funds from the other one hundred two (102)
Financial intermediary institutions;

i) Written demand letters to the affected institutions and ensured the listing of the
directors of the respective institutions with the Credit Reference Bureau (CRE).



iii)  They have stopped lending to finaneial institutions, including banks, intermediary
partners and Saccos to avoid the risk of loss of money.

The management also informed the Committee that the process of changing the status of the
Fund to make it a semi-autonomous agency had commenced. This could afford it the legal status
to directly pursue the recovery funds disbursed to partners and other beneficiaries.

Observations and Recommendations

l. The committee observed that there was a need to
a) Review and improve the credit policy of the fund.
b} Build awareness and market the fund.
¢} . Strengthen the fund’s operations system to seal loopholes.

The Committee requested that the Chief Executive Officer provide data on funds disbursed to the
two and ninety constituencies (290) in the next meeting.

1.2 Doubtful Recovery of LPO Financing and CWEs Loans

1. Loans relating to LPO Financing of Kshs.8,130,960 were due but not paid as of 30 June,
2019

ii. Kshs 732,649,283 was due from the Constituency Women Enterprise Scheme (CWEs)
and was outstanding for over a year.

iii. The balance of Kshs. 732,649,283 includes an amount of Kshs. 50,370,500, which has

remamed dormant during the year under review.
Response by the Fund Administrator
The Chief Executive officer informed the members that the Fund had:

1. issued demand letters to the defaulters,
i, Listed the directors of the companies with Credit Reference Bureau (CRB) and
instituted legal proceedings against them.

Consequently, some clients paid a total of Kshs.3,417,000.

Regarding the Constituency Women Enterprise Scheme Loans (C-WES Loans), he responded
that the Fund had deployed recovery teams strategically in low repayment areas, worked closely
with key stakeholders like the chiefs and Ward administrators and established a debt recovery
unit within the credit department.

Obszervations and Recommendations

The Committee noted that the Office of Auditor General had not verified the documents since
Management needed to provide information on time,

The Committee resolved that the Office of Auditor General would verify the information and
report in the next appearance.



1.2 Unsupported Receivable Balance

i. The Pikipiki Loan Financing balance had a balance Kshs.1,049,239 which had no details
of supporting analysis of the opening balance.

ii. The loan schedule provided showed an outstanding loan balance as of 30 June, 2018 of
Kshs.949,500, which differs from the reported balance in the certified statements of

Kshs.1,391,604.
Response by the Fund Administrator

The Chief Executive Officer undertook to recover the loans through a payroll check-off. He also
stated that the Fund had availed a ledger with the breakdown of the outstanding balance to the
office of the Auditor-General for audit review.

Dhservation

The Office of the Auditor General informed the Committee that the matter was addressed
satisfactorly,

2. Accuracy of the Cash and Cash Equivalents Balance
Verification of Mpesa balance revealed an amount of Kshs. 6,235,982 under the Utility Account

Response by the Fund Administrator
The Chief executive officer responded that the utility account was a holding account from which
receipts from M-pesa collections are cleared before they are moved to the MMF account of the

Fund and translerred to the Fund’s bank account.

He also stated that Kshs. 6,235,982 in the M-pesa utility/holding account had yet to be cleared.
Hence, it was not readily available for utilization and did not qualify to be recognized under cash
and cash equivalent. He also availed a letter from Safaricom to support the outstanding balance
to the Auditor General, The amount was cleared on the 1st of July 2019 and moved to the MMF
account.

Observations and Recommendations
The Office of the Auditor General informed the Committee that the matter was addressed

satisfactonily,

Y. Ineligible Rental Expense :
Kshs. 542,880 was paid to the National Social Security Fund (NSSF) in two equal instalments on
21 January 2019 and 18 April 2019 for parking space based on an invalid lease agreement,

Response by the Fund Administrator
Management informed the Committee that the landlord delayed renewing the contract.
The payments were made as per the expired contract and signed by the landlord.



Observation
The Office of the Auditor General informed the Committee that management availed the lease
agreement, and the same was verified Therefore, the matter was addressed satisfactorily.

4. Unresolved Prior Year Matters
The Public Accounts Committee had yet to deliberate on unresolved prior-year matters,

Response by the Fund Administrator
Management did not respond to the query.

Observations and Recommendations
The Committee decided to deliberate on the matter in their next appearance.

5. Unprocedural Procurements

i) The Fund procured conference services at a total cost of Kshs.3,588,780 for two-days
regional review meetings across the Country,

it} The procurements were awarded without signed professional opinions from the Head
of Procurement.

Response by the Fund Administrator

i. The Chief Executive officer stated that the Fund had deployed an officer in an acting
capacity who guided the process but could not provide an opinion as he lacked the
required professional qualifications.

. The management acknowledged the absence of the signed professional opinions and
promised to adhere to the law,

Observation and Recommendation
The Committee noted that the management had contravened the law and decided to deliberate on
the matter in the next meeting,

MIN. NA/AA&SC-SFAC/2023/013: ADJOURNMENT
There being no other business, the meeting was adjourned at 12.36 p.m. The next meeting will be
held on notice.

—
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HON. FATUMA ZAINAE MOHAMMED, MP
(CHATRPERSON)
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MINUTES OF THE 4™ SITTING OF THE SPECIAL FUND ACCOUNTS COMMITTEE
HELD ON THURSDAY 2% MARCH 2023, IN CONTINENTAL HOUSE IN THE

FOURTH FLOOR AT 12.00 PM
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Hon. Fatuma Zainab Mohammed, MP - Chairperson
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Hon. Dawood Abdul Rahim, HSC, MP - Vice Chairperson

Hon. Tom Mboya Odege, MP

Hon. Erastus Kivasu Nzioka, MP
Hon. Paul Kibichi Biego, MP

Hon. Catherine Nakhabi Omanyo, MP
Hon. Kahugu Erick Mwangi, MP

APOLOGIES
1.
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NATIONAL ASSEMBLY SECRETARIAT
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Hon. Dr. Christine Ombaka Oduor, MP
Hon. Eve Akinyi Obara, MP

Hon. Charles Ngusya Mguna, MP

Hon. Faith Wairimu Gitau, MP

Hon. Joseph Majimbo Kalasinga,

Hon. Joseph Kimutai Cherorot, MP
Hon. Cecilia Asinyen Ngitit, MP

Hon. Joshua Odongo Oron, MP

Mir. Leonard Machira

Ms, Comfort Susan Achieng
Mr. Silvanus Makau

Ms. Bevaline Mosoti

Mr. Benard Omondi

Ms. Maryvam Gabow

MIN. NAJAA&SC-SFAC/2023/015:

Senior Clerk Assistant

Clerk Assistant ITI

Clerk Assistant I1I

Research Assistant [I1
Sergeant-at-arms

Public Communication Officer 111

PRELIMINARIES

The Chairperson called the meeting to order at 12:25 pm, followed by a word of prayer and
introductions.

The following agenda was adopted as circulated:

i g e i o

Prayers
Preliminaries/Introductions
Confirmation of previous Minutes

Any Other Business

1

Adoption of Amended Schedule of Meetings



6. Adjournment.

MIN. NAJAA&SC-SFAC/2023/016: CONFIRMATION OF MINUTES
1. Minutes of the Second Sitting held on Tuesday 21* February 2023 in Boma Hotel were
confirmed as a true record of the proceedings having been proposed by Hon. Dawood Abdul

Rahim, HSC, MP and seconded by Hon. Catherine Nakhabi Omanyo, MP

2. Minutes of the Third Sitting held on Tuesday 28" February 2023 in Continental House 2
Floor were confirmed as a true record of the proceedings having been proposed by Hon.
Catherine Nakhabi Omanyo, MP and Seconded by Hon. Dawood Abdul Rahim, H5C, MP

MIN. NA/JAA&SC-SFAC/2023/017: ADOPTION OF AMENDED
SCHEDULE OF MEETINGS.

1. The committee was briefed on the Amended Schedule of Meetings to Happen during a Retreat
from 16" March 2023 to 20" March 2023 as follows;

I. 17" March 2023 — Examination of Audited Reports of the Equalization Fund
2020/2021 and a brief Discussion on the Pending Reports that were Tabled but not yet
Debated Regarding the Equalization Fund.

II. 18" March 2023 — Brief Discussion on the Pending Reports of the Land Settlement
Fund that were Tabled but not yet Debated.

I 20 March 2023 Morning Session — Meeting with the Fund Administrator, Women
Enterprise Development Fund to Examine Reports of the Auditor General for the
Financial Years 2018/2019, 201972020, and 2020/2021.

IV. 20™ March 2023 Afternoon Session — Meeting with the Principal Secretary, State
Department for Housing and Urban Development to Examine Reports of the Auditor
General for the Financial Year 2020/2021.

2. The Committee was also Briefed on a Planned Round Table Discussion Retreat For the Six
Audit Committees Scheduled from 9™ March 2023 to 12™ March 2023 to take Place in

Mombasa,

MIN. NA/AA&SC-SFAC/2023/018: ADJOURNMENT
There being no other business, the meeting was adjourned at 13.20 p.m. The next meeting will be

held on notice.

SIGNED...... &= 0na0t. ...
HON. FATUMA ZAINAB MOHAMMED, MT
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(CHAIRPERSON)
SPECIAL FUNDS ACCOUNTS COMMITTEE
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MINUTES OF THE 5™ SITTING OF THE SPECIAL FUND ACCOUNTS COMMITTEE
HELD ON THURSDAY, T MARCH 2023, IN THE COMMITTEE ROOM ON THE 2™
FLOOR, CONTINENTAL HOUSE, PARLIAMENT BUILDINGS AT 10.30 AM

—

PRESENT

Hon. Fatuma Zainab Mohammed, MP - Chairperson

Hon. Dawood Abdul Rahim, HSC, MP - Vice Chairperson
Hon. Faith Wairimu Gitau, MP

Hon. Charles Ngusya Nguna, MP

Hon. Erastus Kivasu Nzioka, MP

Hon. Joseph Kimutai Cherorot, MP

Hon. Erick Kahugu Mwangi, MP

Hon. Paul Kibichi Biego, MP

R

APOLOGIES
1. Hon. Dr. Christine Ombaka Oduor, MP

2. Hon. Eve Akinyi Obara, MP
3. Hon, Tom Mboya Odege, MP
4. Hon. Catherine Nakhabi Omanyo, MP
5. Hon. Joseph Majimbo Kalasinga,
6. Hon, Cecilia Asinyen Ngitit, MP
7. Hon. Joshua Odongo Oron, MP
IN ATTENDANCE
UWEZO FUND
1. Mr. Peter Lengapiani = Chief Executive Officer
2, Ms. Annie Haji -Head of Operations
3. Mr. John M Makai -Head of Finance
4. Mr. Samuel Okeyo -Accountant
3. Ms. Jenifer Mureithi - Accountant
6. Mr. Gad Etyang -Accountant
OFFICE OF THE AUDITOR-GENERAL
I. Philip Cheboiwo - Deputy Director - Audit
2. Joseph. K. Kimani - Principal Auditor
3. David Osiemo - Auditor/ Liaison Officer
NATIONAL TREASURY

Simon Kiriiba -Parliamentary Liaison officer
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NATIONAL ASSEMBLY SECRETARIAT

1. Mr. Leonard Machira - Senior Clerk Assistant

2. Ms. Comfort Susan Achieng - Clerk Assistant [11

3. Mr. Silvanus Makau - Clerk Assistant I1I

4, Mr, Robert Ngetich - Fiscal analyst I1

5. Ms, Judy Kanyoko - Legal Counsel 1

6. Ms. Bevaline Mosoti - Research Assistant [11

7. Mr. Danton Kimutai - Audio officer

8. Mr. Benard Omondi - Sergeant-at-arms
MIN. NA/AA&SC-SFAC/2023/020: PRELIMINARIES

The Chairperson called the meeting to order at 10.31 am, followed by a word of prayer and
introductions.
The Committee adopted the following agenda as circulated:

a) Preliminaries

b) Prayer

c} Introductions

d) Examination of the Auditor General Reports of Uwezo Funds for the

Financial Years 2018/19 to 2020/2021.
e) Any Other Business
fjy Adjournment Date of the next meeting,

After that, the Chief Executive Officer Mr. Peter Lengapiani for Uwezo Fund took the witness
oath and tabled the management responses and supporting documents on the audited accounts of
Uwezo Fund for Financial Years 2018/2019 to 2020/2021.

MIN. NA/AA&SC-SFAC/2023/021: CONFIRMATION OF MINUTES

The Committee deferred the item to the next sitting.

MIN. NA/JAA&SC-SFAC/2023/022: CONSIDERATION OF THE AUDIT REFORTS OF
THE UWEZO FUND FOR THE FINANCIAL YEARS 2018/19 TO 2020/2021

Brief on the mandate and scope of the Fund

The Chief Executive Officer briefed the Committee on the mandate and scope of the Fund.



Examination of the Auditor General reports for the Finanecial Year 2020/2021

The Committee examined the Auditor General reports on the Uwezo Fund for the Financial Year
2020/2021 as follows:

1. Presentation and Inaccuracy of the Financial Statements

The statement of comparison of budget and actual amounts did not reflect the budget and actual
amounts for revenue as required by the reporting format prescribed by the Public Sector
Accounting Standards Board (PSASB) and The National Treasury.

In addition, the statement reflected total expenses amounting to Kshs.243,584,574, while the
statement of financial performance reflects total expenditure of Kshs.240,605,113. The variance
of Kshs.2,979,461 was not explained or reconciled.

Under the circumstances, it was not possible to confirm the completeness and accuracy of the
financial statements for the year ended 30 June 2019,

Response by the Fund Accounting Officer
The Chief Executive Officer informed the Committee that:
1. The Fund had adopted the format prescribed by the public sector accounting standards
board (PSASB): and
i.  The vanance between the statement of comparison of budget & actual amounts and the
statement of financial performance was due to the provision of depreciation, purchase of
assets, the current grants and transfers. This has been reconciled and shared with auditors
for confirmation.

Committee observation
The Committee noted that the management addressed the matter satisfactorily.

2. Unsupported Constituencies Administration Costs

The statement of financial performance and Note 16 to the financial statements reflected ansmount
of Kshs.115,568,891 as the constituencies” administration costs, but the same was not supported
with the relevant expenditure returns.

Under the circumstances, the accuracy of the constituencies administration costs of
Kshs.115,568,891 could not be confirmed.

Response by the Accounting Officer
The Chief Executive Officer informed the Committes that:

i. There was a delay in the submission of expenditure returns from the
constituency levels, which was occasioned by the manual operation system
used by the Fund;

il. The Fund relied on seconded staff from other departments for the

implementation of its programs at the constituency level; and
3



lii.  The Fund had collated expenditure returns from 135 constituencies in support
of account for administration costs of Kshs 65,262,645, representing 56% of
the adiministration costs from the constituencies and submitted the same to the
Auditor for confirmation.

Committee observations
The Committee observed that the matter remained unresolved and noted that:
i.  The management had not submitted the returns from all Constituencies;
ii. Management operated three bank accounts for the administration cost accounts. This
hampered the scrutiny of expenditure under the category; and
iii.  The management did not deliver the supporting documents on time.

3. Cash and Cash Equivalents
As per Note 17 of the cash balance, the following issues were noted:

I} The fund did not have accurate cash balances from 290 constituencies.

Management had availed documents in support of the total bank balance of Kshs.2,333,718,282
as at 30 June, 2019 for the 290 constituencies in the form of bank reconciliation statements, bank
balance confirmation certificates, board of survey reports and copies of cash books for each of
three (3) bank accounts for only seventy-one (71) constituencies representing Kshs.573,877,689
or about 25%.

However, there was a partial submission of supporting documentation for ninety-two (92)
constituencies.

The management did not submit documentation for the reported balances for one hundred and
twenty-seven (127) constituencies,

Response by the Fund Accounting Officer
The Chief Executive Officer informed the Committee that:

i. The Fund had compiled documents in support of the reported balances. Currently, 234
constituencies have fully complied, 43 have partially complied, and only 13 still need to
submit the documents.

ii. The non-submission of bank reconciliations from the 13 constituencies was because the
Fund relies on staff from other MDAs who cannot run the Funds programs. In addition, he
noted that the Funds aperations are manual, and most constituencies take time to prepare
and submit the financial documents on time.

iii. The Fund has since received bank reconciliation statements of Kshs 2,204,044,972.94,
representing 95%, of Kshs. 2,333,718,182, in support of bank balances reported in the
financial statement.



IT) Bank balance confirmation certificates and bank statements for 121 were not
provided for audit verification.

The constituencies’ balances were not based on the funds accounting records as reflected in the

respective bank balances and confirmation certificates, instead of the reconciled cashbooks

balances. Further, the cash balance confirmation certificates and bank statements for one hundred

and twenty-seven noted above were not availed.

Response by the Fund Accounting Officer
The Chief Executive officer responded that:

1. The bank balances of Kshs 2,333,718,282 were indeed reported based on bank balance
certificates; :

ii. The cash book is maintained at the Constituencies by the respective Sub- County
Accountants, who have the responsibility to prepare the cash books and bank
reconciliations and send them to the Fund head office for compilation;

iii. The submissions were not made at the time of the audit due to a lack of sufficient personnel
in the constituencies to prepare the financial documents within the stipulated time; and

1v. The Fund has since received and compiled the statement of bank balances and their

cashbook balances from 94 constituencies out of the 127 that had earlier yet to submit.

ITl)  Bank reconciliations from 9 constituencies had stale cheques, which had yet to be
reversed in the cashbool.

The bank reconciliation statements for the bank accounts of nine (9) Constituencies had stale

unpresented cheques of Kshs.1,801,139 as at 30 June, 2019. The Management has yet o reverse

the cheques, and no explanation has been provided for the non-reversal.

Management response
The Chief Executive Officer explained that:

a) The stale cheques arose because some beneficiary groups had been issued cheques but did
not deposit the same within the six months allowable period.

b) The said groups still need to surrender the stale cheques for reversal in the cash book at the
constituency level. In contrast, others failed to collect their cheques after applying and
qualifying for funding.

c) The cheques have since been reversed, and copies of bank reconciliation statements
provided for audit confirmation.

IV)  Marakwet West Constituency loan account had a balance of Kshs. 1,522,395
appearing in the bank rcmnciliati_q:-u since 2015.

The reported bank balance of Kshs.7,548,545 for the Marakwet West Constituency loan account
included an amount of Kshs.1,522,395 appearing in the bank reconciliation statement as receipts



in the bank statement but not recorded in the cashbook that has been appearing in the reconeiliation
statements for the account since the year 2015,

Management should have explained the sources of the receipts and why they have not been cleared
for over five (5) years.

Such a determination is necessary to confirm the accuracy of the reported bank balance of
Kshs. 7,548,545 for the Marakwet West Constituency loan account.

Response by the Fund Accounting Officer
The Chief Executive Officer explained that the balance pertains to deposits made by groups in
their individual members’ names rather than the beneficiary group’s name.

He further stated that the loan beneficiaries had not presented the deposit slips for receipting and
reconciliation, resulting in the unplaced balances.

He explained that the management had since deployed interns in the Constituencies to help track
and reconcile these payments.

Committec observations
The Committee observed that the matter was still outstanding as the management had not
responded to the four issues raised and noted that:
i. The management was challenged by human resource capacity as most officers were
deployed from various State Departments.
ii. The Fund management was reviewing the Regulations to allow for the deployment of its
own staff, who will be directly accountable to the fund,
iii. The Management intended to install a digital platform to allow digital transactions to
facilitate accurate reporting.

Loans to the Groups

The statement of financial position as at 30 June, 2019 (Note 19) refleets an amount of
Kshs.3,992,873,484 as outstanding loans from 598 groups. The reported balance has been derived
by taking the initial National Government capital grants amount of Kshs.5,854,400,004 and adding
Kshs.445,000,000 transferred to the loan fund account and from the resultant total of
Kshs.6,299,400,004 deducting the amount of monies held in; CBK Bank Account -
Kshs.29,133,230, the loan repayment accounts - Kshs.1,318,113,323 and the main account -
Kshs.959,279,966,, all of which were not supported.

Further, there were no debtors’ ledgers detailing the loans issued by the Fund since inception and
the repaymenis made over the years on account of any loan recovery, nor were there
comprehensive loan listings and ageing analysis supporting the outstanding loans.



In addition, no records of the loans advanced to groups, including the evaluation and authority to
issue loans, were availed for audit review,

Consequently, the existence, accuracy, completeness, validity and recoverability of the loans to
groups balance of Kshs 3,992, 873,484 as at 30 June, 2019 could not be confirmed.

Response by the Fund Accounting Officer
The Chief Executive officer informed the Committee that Kshs 3,992,873,484 was for outstanding

loans disbursed to various groups.

He explained that the Fund had compiled and reconciled the debtors’ ledger from the
Constituencies to support the amounts of Kshs 3,992,873,484 as it appears in the financial
stalements.

He further noted that to enhance recovery, the Fund is actively involving National Government
Administrative Officers, training of CUFMCs and conducting an intensive loan recovery
campaign. The repayment rate stood at 35.78%. as of June 2019

Additionally, he informed the Committee that the list of Constituencies and the amounis issued,
repaid, and the balances to support the amounts of Kshs 3,992,873,484 was provided for review.

Committee observations
The Committee observed that the matter was still outstanding and noted that:

I.  The continued use of a manual financial system and officers without appropriate training
in finance hampered effective financial reporting;

ii. There was a need for a review of the Regulations to stipulate remedial action to be taken
by the Fund when one defaults on a loan;

iil. There was a need to be a benchmark on Constituencies that had good repayment status,
like North Imenti Constituency; and

iv. There was a need to provide allowances to motivate Government Administrative Officers
to aid the recovery of the loans.

Work-in-Progress

As reported in the previous year, the statement of financial position reflects a balance of
Kshs.19,522,765 under work-in-progress, representing 40%-part payment in respect of an
Enterprise Resource Planning (ERP) sofiware procured and contracted for in the financial year
2015/2016.

The application's supply, installation and commissioning were pending even though the 40%-part
payment was made over four (4) years ago and recognized in the statements.



The previous years' audit indicates that the implementation of the ERP, which was contracted at a
sum of Kshs.48,806,912, had been called off even though there is a valid contract between the
Fund and the supplier.

Further, the recoverability and utilization of the part payment of Kshs.19,522,765 are doubtful,
given that the Fund appeared to have stopped the implementation of the software. The value for
money received by the Fund in respect of the software could not be ascertained.

In the circumstances, the validity and accuracy of work the -in-progress balance of
Kshs. 19,522,765 could not be confirmed.

Response by the Fund Accounting Officer
The Chief executive officer responded that:

1L

ii.

iv,

Payment of the 1st instalment of Kshs. 19,522,765 (the contract sum) was done in
honour of the Fund’s contractual obligation vide paragraph 1.6.1 of the contract terms
spelt in Tender no. UWZ/RFP/040/2014/2015;

The contract had not been terminated as it ran for 24 months, and at the end of the
financial year, the supplier had done a functional requirement design and was yet to
deliver the software for testing;

The consultations with relevant offices delayed the progress.

The Head of Public Service, through his letter OC.CAP/14,/21A, dated December
2017, had given direction that all affirmative funds would be merged and there was no
need to appoint a new board, as a result of the moratorium, the implementation of the
project stalled as the board was not fully established to give guidance to the
management.

The Board, in a meeting held on 10th January 2020, resolved to embark on revisiting
the project. Consequently, the system vendor had since developed four modules (Credit
Management, Finance Management, Procurement and Registry management) which
were awaiting validation and commissioning.

Management was discussing a revised plan with the vendor, which entailed the
implementation of the latest technology in the system software. The system would be
populated and in use within three months.

Committee observations
The Committee observed that the matter was still outstanding as the installation of the software
system was still pending and further noted that



t. The matter had taken too long to be resolved and had been recurred from the previous
years:

ii. There was a risk that public money would be lost due to the delay by Management in
implementing the system software project:

ill. The matter was referred to EACC for investigations: and

iv. There was a risk of implementing old technology, which may become obsolete with time.

Unsupported Balances -

Various balances reported in the statement of financial position, statement of cash flows and
respective notes to the financial statements were not supported, and no documents were provided
for audit verification.

Trade and Other Payables-Kshs. 4,171,786
Response by the Fund Accounting Officer

The Chief Executive officer explained that the Ksh.4,171,786 under trade and other payables in
the statement of financial position represented cash deposits with individual names in the loan
repayment accounts whose group names cannot be identified in various Constituencies.

He further noted that to address this issue, the Constituencies Officers have been goided to make
it mandatory for groups to submit deposit slips and be issued with miscellaneous receipts (MR).
Consequently, the Fund managed to get bank reconciliation statements from the Constituencies
to reconeile the current liabilities of Kshs 4,171,786

Non-Current Receivables I{shs.72,648,086
Response by the Fund Administrator

The Chief Executive officer informed the Committee that the non-current receivables under note
24 in the financial statements in the amounts Kshs.72,648,086 was a disclosure of the movement
of cash over the year between the closing balance of loans for the current year of
Kshs.3,992,873,484 and the opening balance of the loans in the same period of Ksh.3,920,225,399
as they appear in the statement of financial position for the year under review,

Adjustment on cash and cash equivalent, note 25 - Kshs.3,018,274
Response by the Fund Accounting Officer

The Chiel Executive officer informed the Committee that the adjustments on cash and cash
equivalent of Ksh.3,018,274 represented the outstanding imprest during the period.



He further explained that the imprest had since been fully surrendered, and a schedule supporting
the figure has been attached for audit confirmation.

Committee observations

The Committee observed that the second matter on Non-Current Receivables Kshs. 72,648,086,
and the matter on Adjustment on cash and cash equivalent, note 25 — Kshs 3,018,274 were
addressed satisfactorily. However, the Committee noted that:

i. The Management had not availed the supporting document to the Auditor General at the
time of the audit.

ii. The inaccuracy of the accounts was due to supporting documents which were not availed;
and

iii, There was a need for the management to issue circulars to the Sub County Youth Officers
and banks indicating that any money disbursed should be indicated in the Financial
System to hasten the reconciliation process.

Financial Misconduect

On various dates between 30 July, 2017 and 30 January, 2018, cash amounting to Kshs. 3,160,000
was fraudulently withdrawn from Bumula Constituency loan repayment account No.
01141536532902 in Bungoma County. This was contrary to the head of secretariat’s instructions
on the management of Uwezo Fund bank accounts, vide letter reference number
UWZ/2015/CIR/Vol.1(1) of 26 March, 2015 to Sub-County youth officer's.

[ also contravened the requirements of the Principles of Public Service (Article 232}, the National
Values (Article 10), the Penal Code, the Public Finance Management Act, 2012 and the Public
Officer Ethics Act.

Uwezo Fund Management had also not availed evidence either to show that the amount
fraudulently withdrawn has been recovered or that legal or administrative action has been taken
against the involved officers entrusted.

The loss had not been disclosed in the footnotes to the financial statements as required under
Regulation 137 (2) (d) of Public Finance Management Regulations, 20135,

Response by the Fund Accounting Officer

The Chief Executive officer informed the Committee that the Principal Secretary State
Department of Gender wrote to the Chief Executive Officer Ethics and Anti-corruption
Commission to investigate the alleged misappropriation of Kshs, 3,160,000 in Bumula.
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He explained that the officers agreed to return the money.

He further explained that the concerned officers retumned the money by depositing the same into
the account of the Ethics and Anti-Corruption Commission (EACC).

He noted that the management was following up with EACC to have the money deposited in the
Bumula Constituency fund loan repayment account.

Committee observations
The Committee observed that the matter was still outstanding as the EACC had yet to wire the

money back to Bumula Constituency.

Unresolved Prior Year Issues
As disclosed under the progress on follow-up of Auditor’s recommendations section of the
financial statements, various prior year audit issues remained unresolved as at 30 June, 2019.

Management has not provided reasons for the delay in resolving the prior year’s audit issues.

Response by the Fund Accounting Officer
The management submitted that auditors were invited to the Fund and verified the issues that

required the auditor’s confirmation.
4

Committee observations
The Committee observed that the matter was still outstanding and further noted that:

i. There was a need to review the Regulations to make the Fund sustainable and effective;
1. There was a need to determine whether the fund should take a grants approach or 2 loans

approach;
iii. There was a need for the management of the Fund to initiate legislative amendments to

address the existing challenges:

The Committee resolved to hold a retreat with all the affirmative action funds falling under its
purview,

MIN. NA/AA&SC-SFAC/2023/021: ADJOURNMENT
There being no other business, the meeting was adjourned at 1.05p.m. The next meeting will be

held on Thursday, 9™ March 2023, at 9:30 am.

SIGNED...... St S ovesoe rrenenDATE. ... 4 l"’i:\"}f-”“B

HON. FATUMA ZAINAB MOHAMMED, MP
(CHAIRPERSON)

SPECIAL FUNDS ACCOUNTS COMMITTEE
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MINUTES OF THE 6™ SITTING OF THE SPECIAL FUND ACCOUNTS COMMITTEE
HELD ON THURSDAY 9" MARCH 2023, IN BOMA HOTEL, SOUTH C, AMANI

CONFERENCE AT 10,00 AM

- ——— ———— e

PRESENT
I. Hon. Fatuma Zainab Mohammed, MP - Chairperson
Hon. Erastus Kivasu Nzioka, MP
Hon. Paul Kibichi Biego, MP
Hon. Joseph Kimutai Cherorot, MP
Hon. Cecilia Asinyen Ngitit, MP

L Bl b

APOLOGIES
1. Hon, Dawood Abdul Rahim, HSC, MP - Vice Chairperson
2. Hon, Faith Wairimu Gitau, MP
3. Hon. Tom Mboya Qdege, MF
4. Hon. Eve Akinyi Obara, MP
3. Hon. Dr. Christine Ombaka Oduor, MP
6. Hon. Joseph Majimbo Kalasinga,
7. Hon. Joshua Odongo Oron, MP
8. Hon. Charles Ngusya Nguna, MP
9. Hon. Kahugu Erick Mwangi, MP
10. Hon. Catherine Nakhabi Omanyo, MP

IN ATTENDANCE
UWEZO FUND
1. Mr. Peter Lengapiani . Chief Executive Officer
2. Mr. John M. Makau - Head of Finance
3. Mr. Samuel Okeyo - Finance Officer
4. Ms. Annie Njau - Head of Loans
3. Ms. Luey Kyule - Head of ICT
6. Ms. Jennifer Mureithi - Head of Internal Audit

OFFICE OF THE AUDITOR-GENERAL

1. Mr. Cheboiwo Philip - Deputy Director/Audit
2. Mr. David Osiemo - Auditor/ Parliamentary Liaison Officer
3. Mr. Joseph Kimani - Principal Auditor

NATIONAL TREASURY

1. Mr. Simon Kiriiba - Parliamentary Liaison Officer



NATIONAL ASSEMBLY SECRETARIAT

1. Ms. Nuri Kitel Nataan - Clerk Assistant II
2. Ms. Comfort Susan Achieng - Clerk Assistant 111
3. Mr. Silvanus Makau - Clerk Assistant 11
4. Mr. Benard Omondi - Sergeant-at-arms
5. Ms. Maryam Gabow - Public Communication Officer 11I
6. Mr. Peter Mutethia - Hansard and Audio Officer
MIN. NA/AA&SC-SFAC/2023/021: PRELIMINARIES

The Chairperson called the meeting to order at 10:30 am, followed by a word of prayer and
introductions.

The Committee adopted the following agenda as circulated:

- LA

MIN
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Prayers

Preliminaries/Introductions

Confirmation of the Previous Minutes

Meeting with the Chief Executive Officer, UWEZOQ Fund to examine Audit reports
for the Financial Years 20192020 and 2020/2021

Any Other Business

Adjournment.

 NASJAA&SC-SFAC/2023/022: CONFIRMATION OF MINUTES

The Committee deferred the item to the next meeting.

MIN. NA/AA&SC-SFAC/2023/023: EXAMINATION OF THE AUDITED REPORTS
OF UWEZO FUND FOR 201%/2020

Examination of the Auditor General reports for the Financial Year 2019/2020

The Committee examined the report of the Auditor General on the audited accounts of Uwezo
Fund for the Financial Year 20192020 as follows:

i B

ii.

Accuracy of Financial Statements

The statement reflects total actual expenses of Kshs.389,657,343, which differ from the
statement of financial performance amount of Kshs 190,922,566, thus resulting in a
variance of Kshs.198,734,777 that has vet to be explained or reconciled.

The statement of cash flows reflects balances of Kshs.1,114,669 and kshs 118,282,727
under trade and other payables and non-current receivables, respectively. However, no

supporting documents by way of detailed ledgers were availed for audit verification.
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Management response

The Accounting Officer explained that:

a) The statement of comparison of the budget of Ksh.389, 657,343 included ksh200,250,000
transferred to constituencies for groups loans that were regarded as part of the capital fund
and Ksh.120,960,000 as facilitation to Constituency Uwezo Fund Management
committees,

b) The capital Fund to Constituencies was not included under the financial performance and
facilitation statement to CUFMCs and was captured as an expenditure.

¢) The statement of the financial performance of Kshs.190,922,566 included depreciation of
fixed assets of Ksh 2,548,250 and transfer from other government apencies- gifts and
services in the kind of Ksh 25,959,080 that were not captured under the statement of
comparison of budget and actual amounts. A prior year adjustment in the next financial
statements corrected this.

d} In addition, the statement of cash flows reflects balances of Ksh.1,114,669 and
Ksh.118,282,727 under trade and other payables and non-current receivables, respectively.

Committee observation
The Committes noted that the management addressed the matter satisfactorily.

2. Irregular Extraneous Allowance and Gifts and Services in Kind
The propriety of the transfer from other governments - gifts and services in kind of Kshs.2,791,246

and extraneous allowances totalling Kshs. 141,071 could not be confirmed.

Management response
The Chief Executive Officer responded as follows:

a) The payment of Kshs. 2,791,246 was recognized in the financial statements as transfers
from other governments-gifts and services in kind, The officer in question rendered
services to the Fund during the period under review and was not an employee of the Fund.

b) The officer was paid Ksh.141,071 as an extraneous allowance. This payment was regular
as advised by the Salaries and Remuneration Commission vide letter Ref
SRC/TS/CBT/3/3 Vol. VI (42) dated 17% July 2019.



Committee observation
The Committee noted that the management addressed the matter satisfactorily.

3. Unreconciled Remuneration of Directors
The payment vouchers supporting expenditure amounting to Kshs 4,589,519 comprising
of Board allowances and other expenses of Kshs.3,908,229, and Chairman’s honoraria of
Kshs.681,290, This differed from the reported expenditure in the financial statements of
Kshs.4,166,679 resulting in an understatement of Kshs. 422,840,

Consequently, the accuracy and completeness of the reported remuneration of directors of
Ksh.4,166,679 could not be confirmed.

Mnnngnmcnt response
a) The Management did include in the training expenses ledger an amount of Kshs.
240,000 paid for the training of Board members between the 21% and 23" of
MNovember 2019 at Lake Naivasha Resort. The payment was made to ICPSK.,
b) The payment vouchers comprising Board allowances, other expenses and
Chairman’s honoraria agreed with the reported expenditure in the financial
statements of Kshs. 4,166,679,

Committee observation
The Committee noted that the management addressed the matter satisfactorily.
4. Unsupported Constituencies’ Administration Costs

The accuracy and completeness of the reported constituencies’ administration costs of
Ksh.94,064,89]1 could not be confirmed.

Management response
The Chief executive officer responded as follows:

a) The Statement of Financial Performance for the year ended 30" June 2020 reflected an
amount of Kshs 94,064,891 as administration costs. The amount had been arrived at by
taking the balances brought forward of the unutilized funds amounting to Kshs 58,753,806
and adding the transfers to the Constituencies during the year totalling to Kshs
120,960,000.



b) The Fund deducted the unutilized bank balances in the administration bank accounts of
Kshs.85,648,915 from the total amount of Kshs 179,713,806 to arrive at the reported Kshs

94,064,891,
¢) All the expenditure returns from 290 constituencies had not been received by the time the

finaneial statements were prepared.

a) The Fund had since received and collated expenditure returns from 201 constituencies
totalling Kshs. 68,278,588 03. The same was available for audit confirmation. The amount

compared to the Kshs 94,064,891 translated to 73% support for the expenditure,

Committee observation
The Committee observed that the matter was still pending.

5. Non-Compliance with the Law
The Fund did not have a Public Finance Management Standing Committes. It was impossible to

establish how Fund carried out the mandate of the Committee during the year under review.

Management response

The management submitted that it had a Finance Administration Committee that undertakes the
functions of the Public Finance Management Standing Committee,

Committee observation
The Committee noted that the management addressed the matter satisfactorily.

6. Repair of Printers and ICT Equipment
The Fund paid Kshs.210,000 on 19 May 2020 for maintenance and configuration of Local Area

Network (LAN) points, trunking installation, repair and reconfiguring of the shielded twisted pair
UPT CATG cable wireless points. The payment was made against purchase order number 1453121
of 9 March 2020 and invoice No.1064 of 25 March 2020.

Further, the Fund paid out Kshs.164,000 for the repair of printers and UPS on 30 June 2020 against
order No.1453127 of 14 April,2020 and invoice No.284/2020 of 15 April 2020. However, in both
circumstances, the winning bidders' Tax Compliance Certificates had expired, and they were
ineligible to bid for the works,

Management response

The Fund paid Kshs 210,000 on 19th May 2020 to Dechtech Solutions. The payment was for the
maintenance and configuration of Local Area Network (LAN) points, trunking installation, and
repair and reconfiguring of the shielded twisted pair UPT CAT6 cable and wireless points,

The Tax Compliance certificate for Dechtech Solutions had not expired when the quotation was
submitted.



Committee observation
The Committee noted that the management addressed the matter satisfactorily.

7. Procurement of Motor Vehicle Tyres.
The Fund paid Kshs.1,052,990 for the supply of tyres on 16 March. However, the prices of the
tyres paid for were significantly above the recommended Market Price Index Survey Results of
the Public Procurement Review Authority (PPRA).

Management response
a) The tyres were procured using prevailing prices as quoted by the suppliers.
b) The Fund required high-quality, durable tyres and more comprehensive mileage.
Thus it resorted to undertaking its market survey in compliance with Section 43(4)
of the Public Procurement and Asset Disposal Act, 2020
c) The tyres acquired were from BF Goodrich and Bridgestone brands that withstand
the terrain of the Constituencies.
Committee observation

The Committee noted that the manapement addressed the matter satisfactorily.

8. Transportation Service and Supply
The audit did not confirm if the Fund realized value for money from the expenditure of
Kshs. 1,882,060 on daily subsistence allowances on routine tasks.

Management response

1. The Fund depended on the officers deployed from various MDAs and required the
support of external officers and experts for specific tasks to be accomplished.
ii. The above payments were made to officers who were involved in preparing the

strategic plan for the Fund, which required external experts to provide their technical
expertise to develop a standard policy document for internal and external use.
Committee observation

The Committee noted that the management addressed the matter satisfactorily.

MIN. NAJAA&SC-SFAC2023/024: ADJOURNMENT
There being no other business, the meeting was adjourned at 12,10 p.m. The next meeting will be
held on notice.
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HON. FATUMA ZAINAB MOHAMMED, MP
(CHAIRPERSON)

SPECIAL FUNDS ACCOUNTS COMMITTEE
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MINUTES OF THE 7TH SITTING OF THE SPECIAL FUND ACCOUNTS
COMMITTEE HELD ON TUESDAY 14™ MARCH 2023, AT MEMBERS LOUNGE,
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PRESENT

1. Heon. Fatuma Zainab Mohammed, MP - Chairperson

Hon. Faith Wairimu Gitau, MP
Hon. Charles Ngusya Nguna, MP
Hon. Joseph Kimutai Cherorot,
Hon. Tom Mboya Odege, MP
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APOLOGIES

Hon. Erastus Kivasu Nzioka, MP

Hon. Dr. Christine Ombaka Oduor, MP
Hon. Eve Akinyi Obara, MP

Hon. Joseph Majimbo Kalasinga,

Hon. Paul Kibichi Biego, MP

Hon. Catherine Nakhabi Omanyo, MP
Hon. Kahugu Erick Mwangi, MP

Hon, Cecilia Asinyen Ngitit, MP

Hon, Joshua Odongo Oron, MP
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NATIONAL ASSEMBLY SECRETARIAT
Mr. Leonard Machira

Ms. Comfort Susan Achieng

Mr. Silvanus Makau

4. Ms. Bevaline Mosoti

5. Ms. Maryam Gabow

o

MIN. NA/AA&SC-SFAC/2025/025:

Hon. Dawood Abdul Rahim, HSC, MP - Vice Chairperson

Senior Clerk Assistant

Clerk Assistant 111

Clerk Assistant 11

Research Assistant [11

Public Communication Officer 111

PRELIMINARIES

The Chairperson called the meeting to order at 12.30 pm, followed by a word of prayer and
introductions. The following agenda was adopted as circulated:

Prayers
Preliminaries/Introductions
Communication from the chair
Confirmation of previous Minutes
Consideration of special audits

o

Ll = R

2022

Stabilization of Refined Petroleum Pump Prices between 1* April, 2021 to June,

ii. Provision of Financial and Business support services by Women Enterprise fund

March, 2018
& Any Other Business
Adjournment.
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MIN. NA/AA&SC-SFAC/2023/026: PRELIMINARIES

The Chairperson called the meeting to order at 1.3]1 pm, followed by a word of prayer and
introductions.

MIN. NA/AA&SC-SFAC/2023/027: COMMUNICATION FROM THE CHAIR

The Committee was briefed that the Rural Enterprise Fund had suggested to appear on a day

MIN. NA/AA&SC-SFAC/2023/028: CONFIRMATION OF MINUTES
The Matter was deferred to the next meeting,

MIN. NA/AAESC-SFAC/2023/029: Consideration of special audits

The committee was briefed on the two audit reports that were at the purview of the Committee;

i) Stabilization of Refined Petroleum Pump Prices between 1% April, 2021 to
June, anaa,
ii) Frovision of Financial and Business support services by Women Enterprise

fund March, 2018.

® The committee resolved to have an Extensive briefing of the two audit reports on Wednesday
5t April, 2023,

* The Committee resolved that the Auditor General avails an extensive list of all other
Performance audits for the Committee to deliberate on.

¢ The Committee was informed that the Rural Enterprise fund Financial Years 2017/2018
2018/2019 and 2019/2020 were considered by the Public Accounts Committee.

¢ The Committee noted with concern as to why Public Accounts Committee Considered
Audited reports that were not within their purview,

* The Committee resolved to consider the Financial Statements for Rural Enterprise Fund for
the Financial Year 2020/2021 on a later date.



MIN. NA/AA&SC-SFAC2023/030: ADJOURNMENT
There being no other business, the meeting was adjourned at 1.02 p.m. The next meeting will be
held on notice.
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HON. FATUMA ZAINAB MOHAMMED, MP
(CHAIRPERSON)

SPECIAL FUNDS ACCOUNTS COMMITTEE






MINUTES OF THE 3™ SITTING OF THE SPECIAL FUNDS ACCOUNTS
COMMITTEE HELD ON FRIDAY, 17™ MARCH 2023, IN THE HILTON GARDEN
INN HOTEL, MACHAKOS COUNTY, AT 10.30 AM

PRESENT
|. Hon. Fatuma Zainab Mohammed, MP - Chairperson
Hon. Dawood Abdul Rahim, HSC, MP - Vice Chairperson
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Hon. Joseph Kimutai Cherorot, MP
Hon. Erick Kahugu Mwangi, MP
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APOLOGIES
. Hon. Faith Wairimu Gitau, MP

2. Hon. Erastus Kivasu Mzioka, MP
3. Hon. Eve Akinyi Obara, MP
4. Hon. Catherine Nakhabi Omanyo, MP
5. Hon. Joseph Majimbo Kalasinga,
6. Hon. Cecilia Asinyen Ngitit, MP
IN ATTENDANCE
OFFICE OF THE AUDITOR-GENERAL
1. Grace Atila - Deputy Director - Audit
2. Annah Obudho - Principal Auditor
3. David Osiemo - Auditor/ Liaison Officer
4, Benjamin Matheka - Principal Auditor
NATIONAL TREASURY
Simon Kiriiba -Parliamentary Liaison officer

NATIONAL ASSEMBLY SECRETARIAT

. Mr. Leonard Machira - Senior Clerk Assistant
2. Ms. Comfort Susan Achieng - Clerk Assistant [

3. Mr. Silvanus Makau - Clerk Assistant 111

4. Mr. Robert Ngetich - Fiscal analyst 11

5. Ms. Judy Kanyoko - Legal Counsel |

6. Ms. Bevaline Mosoti - Research Assistant IlI
7. Mr. Peter Mutethia - Audio officer

8. Mr. Benard Omondi - Sergeant-at-arms

9. Mr. Geoffrey Kwatemba - Media Relations Officer



[0, Ms. Beatrice Auma - Senior Personal Secretary

MIN. NA/AA&SC-SFAC2023/031: PRELIMINARIES

The Chairperson called the meeting to order at 10.41 am, followed by a word of prayer and
introductions.
The following agenda was adopted as circulated;
a) Preliminaries
b} Prayer
¢} Introductions
d) Briefing of the Auditor General on the Audited Accounts of the Uwezo
Fund for the Financial Year 2020/2021
e) Briefing of the Auditor General on the Audited Accounts of the Women
Enterprise Development Fund for the Financial Year 2019/2020 and
2020/2021
f) Briefing of the Auditor General on the Audited Accounts of the
Fqualization Fund for the Financial Years 20092020 and 2020/2021
)} Any Other Business
h} Adjournment Date of the next meeting.

MIN. NA/AAKSC-5FACR2023/032: CONFIRMATION OF MINUTES
The Committee deferred the item to the next sitting.

MIN. NA/AA&SC-SFAC/2023/033: BRIEFING ON THE AUDITED
ACCOUNTS OF THE UWEZO FUND FOR THE FINANCIAL YEAR 2020/2021

The Sector Auditor briefed Members as follows:

I. Unsupported and Unreconciled Cash and Cash Equivalents
There was a variance of Kshs. 32,998 between cash balances indicated in the supporting
schedule and the statement of financial position.
Management's challenge of assembling the cashbooks from all 290 constituencies in good time
persisted.

The Committee noted that the management response was not satisfactory.

2. Unsupported Long-Term Receivables
Long-term receivables balance of Kshs. 4,640,480,509 as of 30th June, 2021 was derived from

adjusting loan capital fund grants held at the Central Bank of Kenya, loan repayments, and
main accounts.

However, the presumed bank balances had no supporting documentary evidence Further,
management had never maintained debtors’ ledgers since the inception of the Fund. The ageing
analysis for outstanding loans was not prepared.



The Committee noted that the management response was not satisfactory.

3. Unsupported Constituencies’ Administration Costs
The Constituencies submitted expenditure retumns totalling Kshs. 130,468,263 However,
expenditure returns totalling Kshs, 42,643,156 were not submitted.
An expenditure of Kshs. 293,000 for Turkana Central Constituency was not supported by
documentary evidence

Management response

a) The Fund had since received and collated the expenditure retwns for 244
constituencies totalling Kshs. 141,280,728 92

b) The Constituencies did not submit expenditure returns totalling Kshs. 42,645,156,
This amount, compared to the expenditure of Kshs 173,113,419, translated to 82%
support for the expenditure.

¢) Turkana Central Constituency submitted scanned copies of payment vouchers and
other documents to support the expenditure of Kshs. 293,000,

The Committee noted that the management response was partially satisfactory.

4. Unresolved Prior Year Audit Matters.
The previous year's audit report contained several issues raised under the Report on Financial
Statements and Lawfulness and Effectiveness in Use of Public Resources.

The Committee noted that the management response was partially satisfactory.

5. Internal Control Weaknesses in Fund Administration at the Constituency Level.
The audit noted structural and control weaknesses in various constituencies.
The Committee noted that the management had not addressed the issues.

Committee observations
The Committee observed that:
a) There was a need to restructure the Fund to allow it to work independently
for its effectiveness and efficiency.
b) There was a need for the National Treasury to disburse the arrears owed to
the Fund to facilitate the completion of projects.
c) There was a need to pay allowances to staff deployed from other MDAs
and members of the Constituency Committess to motivate them to recover
loans.



MIN. NAJAA&SC-SFACI2023/034: BRIEFING ON THE AUDITED
ACCOUNTS OF THE WOMEN ENTERPRISE DEVELOPMENT FUND FOR THE
FINANCIAL YEARS 2019/2020 AND 2020/2021

The Sector Auditor briefed Members on the Women Enterprise Development 2019/2020
Fund as follows:

1. Doubtful receivables-LPO Loans/ Financing

LPO financing of Kshs. 15,157,590 was due but not paid as of 30 June 2020, out of which
Kshs. 8,072,303 had been outstanding for more than one (1) year, contrary to the loan policy
of the Fund.

The Committee noted that the matter was not addressed.

2. Doubtful Receivables-Constituency Women Enterprise Schemes Loans {CWES)

kshs. 785,844, 387 has been outstanding for more than one (1) year.

No repayments were made in respect of receivables of Kshs. 47,530,500 during the year
under review,

The Committee noted that the matter was not addressed.

3. Non - Performing Loans to Financial Intermediaries/ Partners

Kshs.71,330,000 loaned to Financial Intermediaries Partners had been long outstanding,
There were ongoing court cases between the Fund and the Intermediaries which indicated

that the loans might not be fully recoverable.

Further, there were no collaterals to support an advance of Kshs 60,000,000 to two (2)
financial intermediaries who did not make any repayments during the year.

The Committee noted that the matter was not addressed.
4. Non recoverable Pikipiki Loan Financing

A loan balance of Kshs.1,297,916, advanced to field officers, and Kshs. 150,000 from two

(2) staff members were not recovered.

The matter was not addressed.



"

5. Doubtful Imprests and Advances

Kshs. 184,581 on advances was owed by staff who had exited the service. The recoverability
of the balance was therefore doubtful.

Kshs 184,584 was computed and recovered from the staff’s terminal dues.
The Committee noted that the matter was addressed.
6. Unreconciled Training Expense Ledger

Included in the general expenses were training expenses totalling Kshs. 32,308,404, which
was at variance with the supporting schedule figure of Kshs 32,979,908, resulting in an
unexplained and unreconciled difference of Kshs.671,304.

The management duly noted the ervor in the ledger. The same was corrected and provided for

review.
The Committee noted that the matter was fully addressed.

7. Unsupported Constituency Women Enterprise Scheme (CWEs) Loans
Adjustment

Loans due from Constituency Women Enterprise Scheme amounted to Kshs. 3,060,508,449,

However, the ledger presented in support of the amount included an adjustment of
Kshs.11,388,465, which had not been explained.

No satisfactory response was provided.
8. Unresolved Prior Year Matiers

Various prior-year audit issues remained unresolved as of 30 June, 2020 and no response was

given.
9. Imprests Management and Control

The Fund did not maintain a complete imprest management record to aid in the issuance and
the control of the imprests resulting in multiple imprests issuance to staff before clearing the

previous ones totalling Kshs.470,637 as imprests due but un-surrendered as at 30 June, 2020.

The Committee noted that the matter was not resolved.



10. Staff Appointments Not Meeting the Requisite Criteria
The Fund recruited persons to fill eight (8) vacant positions of Assistant Credit Managers,

However, a review of employment records and documentation revealed that three (3) of the
eight (&) staff appointed to this position needed to meet the required criteria or qualifications

of being members of a relevant professional body at the time of application.
The Committee noted that the matter was not addressed by the management.

MIN. NA/AA&SC-SFAC/2023/035: BRIEF ON THE AUDITED ACCOUNTS OF
THE  WOMEN ENTERPRISE DEVELOPMENT FUND FOR THE FINANCIAL
YEAR 2020/2021

The Sector Auditor briefed the Committee as follows:
1. Doubtful Receivables from Exchange Transactions

Kshs. 14,967, in LPO Loans/ Financing, was outstanding as of 30 June 2021 4, including
Kshs. 12,257,403 that had been outstanding for more than one (1) year contrary to the loans
policy of the Fund.

The Committee noted that the management did not address the issue.
2. Constituency Women Enterprise Scheme Loans

Kshs. 3,264,504,009 due from Constituency Women Enterprise Schemes had been
outstanding for over one (1) year. Although the Fund made a general provision for doubtful
debts of 1% in line with its credit policy and guidelines, its adequacy could not be confirmed.

The Committee noted that the issue was not addressed by the management. .
3. Pikipiki Loan Financing

Pikipiki loan of Kshs. 1,106,920 included non-performing loans totalling Kshs. 283,333 from
members who had failed to repay the loans over several years.

Out of the Kshs, 283,333 only Kshs, 257,636.94 had been verified
The Committee noted that the issue was not addressed by management.

4. Imprests and Advances

The recoverability of Kshs. 184,581 of salary advances owed to former staff who exited the
service was doubtful.



The Committee noted that the issue had been resolved as the mount had been recovered
from the staff terminal dues.

5. Non-Performing Loans to Financial Intermediaries Partners

Kshs. 71,330,000 in non-performing loans.was due from eight (8) financial intermediary
partners

There were ongoing court cases between the Fund and the Intermediaries which was
indicative that the loans might not be recovered in full.

Further, there were no collaterals to support an advance of Kshs 60,000,000 to two financial
intermediaries who had failed to service the loans. No specific provisions by way of bad debt
adjustments had been made in the financial statements to recognize the impairment.

The Committee noted that the matter was not addressed fully.
6. Unsupported Travel, Conferences and Accommodation

Expenditure totalling Kshs. 1,735,400 were not supported with user requisitions, approval
and taxi receipts.

A sample of supported vouchers did not add to the amount in question.
The Committee noted that the matter was not addressed fully.
7. Irregular Payment of Extraneous Allowances

Kshs. 2,859,659 paid as an extraneous allowance to volunteers engaged by the Fund could
not be explained.

The responses given by the Fund Manager were satisfactory, and the issue was
addressed.

8. Unresolved Prior Year Audit Matters
Unresolved prior year Matters which still needed to be addressed.
9, Irregular Procurement of Motor Vehicle Repairs

Maintenance expenses totalling Kshs.453,256 were not supported with procurement records
such as original tender bid documents, tender evaluation minutes, professional opinion, and

award minutes.

The issue still needed to be addressed since management did not provide a response.

MIN. NA/AA&SC-SFAC/2023/036: BRIEFING ON THE AUDITED
ACCOUNTS OF THE EQUALISATION FUND FOR THE FINANCIAL YEAR
2020/2021 AND THE THIRTEENTH REPORT ON THE STATUS OF THE FUND.



Sector Auditor briefed the Committee as follows:

l. Non-Compliance with the Constitution

The National Treasury had not remitted an amount of Kshs. 18,386,056,051 to the
Equalization as of 30™ June 2021

This was due to a court ruling that declared the guidelines on the administration of the Fund
published on 13 March 2015 null and void.

Although the Equalization Fund Advisory Board had since been delinked from the National
Treasury and the disbursement of funds resumed, the matter was unresolved.

Committee resolutions
The Committee made the following resolutions:.

1 To hold a meeting with the Commission on Revenue to discuss the
modalities used to determine marginalized areas to benefit from the
Equalization Fund:

ii. To undertake field visits to ascertain the status of the projects funded by
the Equalization Fund.

MIN. NA/AA&SC-SFAC/2023/037: THIRTEENTH REPORT ON THE STATUS
OF THE EQUALIZATION FUND

The Committee was briefed on the Thirteenth Report on the Status of the Equalization Fund,
which was done by the Special Funds Accounts Committee in the twelfth Parliament but was
vet to be debated in the House.

The Committee noted that the previous Committee made no reference to the report of the
Auditor General on the audited accounts of the Equalization Fund in the said report and
resolved to table its own report regarding the examination of the audited accounts of the Fund
for the Finacial Years 2019/ and 20220/21.

MIN. NA/JAA&SC-SFAC/2023/038: ADJOURNMENT
There being no other business, the meeting was adjourned at 12.45 p.m. The next meeting
will be held on Saturday, 18" March 2023, at 9:30 am.

HON. FATUMA ZAINAB MOHAMMED, MP
(CHAIRPERSON)

SPECIAL FUNDS ACCOUNTS COMMITTEE
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IN ATTENDANCE

EQUALIZATION FUND
1. Mr. Guyo Boru - Chief Executive Officer

2. MsDiana Lukalu - Economist
3. CPA. Benard Wandera - Assistant Accountant General

OFFICE OF THE AUDITOR-GENERAL
1. Ms. Grace Atala - Deputy Director Audit
2. Mr. Benjamin Matheka - Office of the Auditor General

3. Mr. David Osiemo - Auditor/ Parliamentary Liaison Officer

NATIONAL TREASURY
Mr. Simon Kiriiba - Parliamentary Liaison office

NATIONAL ASSEMBLY SECRETARIAT .
1. Mr. Leonard Machira - Senior Clerk Assistant
2. Ms. Comfort Susan Achieng - Clerk Assistant III



3. Mr. Silvanus Makau - Clerk Assistant II1
4. Mr. Robert Ngetich - Fiscal analyst 11
3. Ms. Judy Kanyoko - Legal Counsel 1
6. Ms. Betty Auma - Senior Personal Secretary
7. Ms. Bevaline Mosoti - Fesearch Assistant 11
8. Mr. Geoffrey kwatemba - Media Relations Officer 111
9. Mr. Peter Mutethia - Audio officer
10. Mr. Benard Omondi - Sergeant-at-arms
MIN. NAJAA&SC-SFAC/2023/039: PRELIMINARILES

The Chairperson called the meeting to order at 10.15 am, followed by a word of prayer and
introductions.
The following agenda was adopted as circulated:

a} Preliminaries

b) Prayer

¢) Introductions

d) Examination of the Auditor General Reports of Equalization Fund for the

Financial Years 2020/2021.
e) Any Other Business
[} Adjournment Date of the next meeting.

After that, Mr. Guyo Boru the Chief Executive Officer, Equalization Fund, undertook the oath of
Affirmation and tabled the Management responses and supporting documents on the audited
accounts of the Fund for the Financial Years 2020/2021.

MIN. NAJAA&SC-SFAC/2023/040: CONSIDERATION OF THE AUDIT REPORTS OF
THE EQUALIZATION FUND FOR THE FINANCIAL YEAR 2020/2021

Brief on the mandate and scope of the Fund

The Chief Executive Officer briefed the Committee on the mandate, scope and status of the Fund
as follows.

a) Equalization Fund was a Constitutional Fund established under Article 204 (1) of the
Constitution of Kenya 2010 {CoK 2010) which required that half per cent (0,5%) of all the
revenue collected by the National Government each vear, be calculated on the basis of the
most recent audited revenue received, as approved by the National Assembly, to be paid
into the Fund.

b) Kshs. 12,400,000,000 was appropriated through the Equalization Fund Appropnation Act
2017 and subsequent re-appropriation in the Equalization Fund Appropriation Act 2018.



c) Kshs. 13,893,791,644 comprising Kshs. 6,825,317,433 and Kshs. 7,068,474,211 for FY
2021/22 and FY 202223, respectively, had been appropriated through the Equalization
Fund Appropriation Bill 2023was awaiting approval by Parliament.

d) A total allocation of Kshs 26,293,791,644 to the Fund had been approved by Parliament
since inception against an entitlement of Kshs 54,035,184,050, resulting in arrears of
Kshs. 27,741,392 406,

In terms of the status of the Fund, he explained that the National Treasury had constituted the
Equalization Fund Advisory Board (EFAB) and secretariat to provide effective management and
administration of the Fund.

He also stated that the Equalization Fund Appropriation Act 2018 doesn’t lapse and covered the
FYs 2014/15, 2015/16 and 2016/1. In this regard, the National Treasury needed to disburse the
arrears for this period to facilitate the completion of projects under the First Marginalization
Policy and payment of pending bills.

He further indicated that the Fund continuously undertook verification exercises to ascertain
various levels of project implementation, and developed a database for Fund projects under the
First Marginalization Policy. In addition, he noted that the verification of water and irrigation
projects had been undertaken in the following counties: Isiolo, Marsabit, Samburu, Garissa,
Mandera, Wajir, Kilifi, Kwale, Tana River, Lamu, Taita Taveta, West Pokot and Narok.

The Chief Executive officer also informed the Members that:

a) Composition of the Advisory Board and determination of Marginalization
e The Board is comprised of two representatives of both Houses of Parliament whom the

Cabinet Secretary nominates.

e The nomination of & member from the Pastoralist community to the board was a policy
directive within the Regulations.

e The Commission on Revenue Allocation determined the marginal areas, and the board
had to implement what was informed by the Commission

b) Project Implementation
Three hundred and fifty-two (352that were approved in the first policy of 2018.
The delay in the implementation of the projects was due to the court order of 2019, which
stopped the disbursement of funds until a statutory instrument was in place.
e Many of the funded projects were under the mandate of the Counties as per the fourth
schedule of the Constitution

¢) Administration Cost amounting to Kshs. 409,000,000
e This involved expenditure by the Advisory board and activities for the implementing
MDA s
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® The administration cost was incurred as per the first policy of 2018. The Committee
requested a breakdown report of the expenditure.

d) Legislation Proposals

® The Fund had submitted legislative proposals to the Committee of Finance on how best
the Fund can be effectively utilized.

* The appropriation bill currently tabled will play a role in actualizing some of the policies
indicated.

) Staffing structure
The staff were deployed from the National Treasury and the other MDAs.

® The Fund needed more staff, especially in the Counties, to ensure effectiveness in service
delivery.

He highlighted the challenges encountered by the Fund. These included:
a) Delay in the approval of Fund Regulations.
b) Delay in the disbursement of Funds to the Equalization Fund as per the Appropriation
Act.
c) The Court ruling declared the guidelines on the appropriation of the fund
unconstitutional.
Committee observations:
The Committee deliberated the brief and observed as follows:

® The National Treasury should disburse the arrears it owes the Fund as the same had not
lapsed, considering that it was Constitutional Fund.

® The Fund was implementing new projects, yet many projects were stalled,
There was a need for the Committee to undertake inspection visits for the projects under
the fund to ascertain their status.

Committee resolution

The Committee directed that the Chief Executive Officer avails a breakdown of the
administration cost amounting to 409 million by Monday, 20th March 2023.

Examination of the Auditor General reports for the Financial Year 2020/2021

The Committes examined the Auditor General reports on the Equalization Fund for the Financial
Year 202002021 as follows:

1. Non-Compliance with the Constitution and the Law



The Financial Statements for the year ended 30 June 2021 revealed that only Kshs. 12,
400,000,000 out of the expected kshs.30,786,056,051 of the total entitlement from the financial
years 2011/2012 to 2019/2020 had been transferred to the Equalization Fund Account.

Management response
The Chief Executive Officer responded as follows:
L The Court ruling disbanded the Equalization Fund Advisory Board and bamred any
further expenditure from Equalization Fund.
ii. A multi-agency committee developed a new Equalization Fund statutory instrument.
ni.  The Fund encountered various challenges encountered in the implementation projects.
iv.  The Equalization Fund Appropriation Ac 2018 allowed for the commencement of
implementation of projects under the 1st Policy, and the Payment of pending bills of the
First Marginalization Policy The implementation of the projects was ongoing.
v. An outstanding amount of Ksh 13,893,791,644 for 2021/2022 and 2022/2023 contained
in the Equalization Fund Appropriation Bill 2023 was pending approval by Parliament.

Committee abservations
i.  The matter was unresolved as the National Treasury had not remitied the remaining
amount of Kshs. 30, 000,000,000,
ii.  The Court Order delayed the remittance of funds by the National Treasury.
iii.  The National Treasury ought to disburse the arrears owed to the Fund without delay.
iv.  The inconsistency of the Regulations and PFM Act governing the Equalization Fund on
the Administrator of the fund needed to be addressed.

The Chief Executive Officer also stated that the Fund had undertaken the following measures to
ensure that the amount is recovered.

a) Ensured that the amount of Kshs, 13.900,000,000 for the 352 projects in the 2018
policy was covered in the Budget Supplementary Estimates for the Financial Year
2023/2024 to facilitate the implementation of pending projects.

b) Lobbied the National treasury to double allocation for the next seven (7) years to
cover the funds not remitted.

Committee resolutions

a) The Committee resolved to invite the Commission on Revenue allocation, the National
Treasury and the Equalization fund Board to discuss the disbursement of arrears and the
allocation Criteria.

b} The Executive Officer was requested to avail a report containing a list of all three
hundred and fifty-two projects indicating completed & ongoing projects and the County
and Sub-County technical working team to the office of the Clerk by Monday 20th March
2023,

MIN. NA/AA&SC-SFAC/2023/041: ADJOURNMENT



There being no other business, the meeting was adjourned at 4.00p.m. The next meeting will be
held on Monday, 20" March 2023, at 9:30 am.
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HON. FATUMA ZAINAB MOHAMMED, MP
(CHAIRPERSON)

SPECIAL FUNDS ACCOUNTS COMMITTEE
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UWEZO FUND
Mr. Peter Lengapiani - Chief Executive Officer

Ms. Annie Haji - Head of Operations
Mr. John M Makai - Head of Finance
Mr. Samuel Okeyo - Accountant

Ms. Jenifer Mureithi - Accountant

Mr. Gad Etyang - Accountant
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OFFICE OF THE AUDITOR-GENERAL
1. Mr. Joseph Kimani - Principal Auditor
2. Mr. David Osiemo - Auditor/ Liaison Officer

NATIONAL ASSEMBLY SECRETARIAT
1. Mr. Leonard Machira - Senior Clerk Assistant
2. Ms. Comfort Susan Achieng - Clerk Assistant 111
3. Mr. Silvanus Makau - Clerk Assistant I11



4. Mr. Robert Ngetich - Fiscal analyst I

5. Ms. Judy Kanyoko - Legal Counsel |

6. Ms, Bevaline Mosoti - Research Assistant I11

7. Mr. Peter Mutethia - Audio officer

8. Mr. Benard Omondi - Sergeant-at-arms

9. Mr. GeofTrey Kwatemba - Media Relations Officer

[0, Ms. Beatrice Auma - Senior Personal Secretary
MIN. NAAA&SC-SFAC/2023/042: PRELIMINARIES

The Chairperson called the meeting to order at 09.10 am, followed by a word of prayer and
introductions.
The following agenda was adopted as circulated:

a} Preliminaries

b) Prayer

o) Introductions

d) Examination of Reports of the Anditor General on Account of Uwezo Fund

for The Financial Years 20192020 and 2020/2021
e) Any Other Business
f) Adjournment Date of the next meeting.

MIN. NA/AA&SC-SFAC/2023/043: CONFIRMATION OF MINUTES

The Committee deferred the item to the next sitting.

MIN. NA/AA&SC-SFAC/2023/044: EXAMINATION OF REPORTS OF THE
AUDITOR GENERAL ON THE ACCOUNT OF UWEZO FUND FOR THE
FINANCIAL YEAR 2019/20240.

1. Unsupported Constituencies’ Administration Costs

The statement of financial performance reflected constituencies' administration costs of
Ksh.94,064,891, which was wnsupported by expenditure returns from the Constituencies.
Instead, the amount had been derived from mowvements in the unutilized Fund balances

(opening and closing) and adjusted by the transfers to the Constituencies during the year,

Under the circumstances, the accuracy and completeness of the reported constituencies’
administration costs of Ksh.94,064,891 could not be confirmed.

Management response

The management responded as follows:



2)

b)

d)

&)

f)

a)

The administration costs of Kshs 94,064 891 had been armmived at by taking the
balances brought forward of the unutilized funds amounting to Kshs 58,753,806 and
adding the transfers to the Constituencies during the year totalling Kshs 120,960,000
and deducted the unutilized bank balances in the administration bank accounts of
Kshs 85,648,915 from the total amount of Kshs 179,713,806,

By the time the financial statements were being prepared, all the expenditure retums
from 290 constituencies had yet to be received. The Fund had since collated
expenditure retumns from 201 constituencies totalling Kshs. 68,278,588.03, and the
same were available for audit confirmation.

The returns translated to 73% support for the Kshs 94,064,891 in question.
Average disbursement to groups: The Fund Regulations stated that 75% should be
disbursed equally and 25% according to the Poverty index. However, the

administration cost was shared equally across the 290 constituencies.

Budget allocation: The annual administration costs budget allocation had been
upscaled by Kshs, 30,000,000 to make it Kshs, 92,000,000.

Structure of the Fund: The Fund had requested the Ministry to facilitate the review
of the Regulations to allow the Fund to have its own structure and officers.

Automation of Process: As part of the re-engineering of its systems, the Fund, had
embarked on the automation of its processes, which was in the testing Stage.

Unsupported and Unreconciled Cash and Cash Equivalents

The statement of financial position reflected a balance of Kshs.2,959,082 841 under cash and
cash equivalents, including Kshs.2,427,782,222 held at nine commercial banks, with each of
the 290 constituencies maintaining three (3) types of bank accounts, namely, main,
admimistration and loan accounts.

However, supporting documents, including bank reconciliation statements, certificate of bank
balance confirmation, board of survey reports and copies of cash book extracts for the bank
accounts, were not availed for audit review.

Management response
The Chief Executive Officer responded as follows:

The manual operations of the Fund occasioned the slow submission of financial
documents. This was compounded by the fact that the Fund relies on staff from other
state departments to implement its programs at the constituency level.



b) The Fund had since received bank reconciliation statements, certificate of bank
balance confirmation, board of survey reports and copies of cash book extracts [rom
the Constituencies to support the cash and cash equivalent balance for the thres bank
accounts.

c) Method of tracking disbursement of funds: Tracking the Fund transactions was by
monthly reconciliations.

d) Delay in submission of reports: The Fund needed to deploy its officers at the
Constituency level to run the operations and address the delays. The Fund had flagged
Constituencies that had not submitted their reports. Further, no disbursements would
be made to the Constituencies until they submutted the reports.

e) Timelines for submitting reports: The set timeline was on the 10® of every month.
However, the deadline was not met due to an inadequate number of officers handling
the accounts.

f) Nomexistent groups: The Fund Manager acknowledged that some beneficiaries
formed groups to get the money and dissolved after that. He, however, stated that the

Fund had initiated measures to address the matter, including:

o Committing the beneficiaries individually for the funds allocated to the
Broups.
» Ensuring that the area Chiefs witness the beneficiaries sign guarantee forms.

3.  Unsupported and Unaccounted for Loan Groups
The statement of financial position reflected an outstanding loan balance of
Kshs.4,111,156,213 as of 30 June 2020. The balance had been derived by adjusting the
Mational Govermnment capital fund grents of Kshs.6,499.650,004 for the amount of monies
presumably held at CBK Bank, loan repayment and main accounts of Kshs.44,747,632,
Kshs.1,267,738,578 and Kshs.1,076,007,578 respectively. However, the presumed bank
balances were unsupported.

Management response

The Financial statements under audit showed outstanding loans to constituencies of Kshs.
4,111,156,213.00, which was supported by disbursements of Kshs. 200,250,000.00 sent to
constituencies through the main account, less balances in the CBK account of Kshs.
44,747.632.00, balances in the main account of Kshs. 1,076,007 578.00 and loan repayment
bank balance of Kshs. 1,267,738,578.00.

Certificates of bank balances supported this as at 30® June, 2020. The certificates were
available for audit review.



4. Work-in-progress (WIP) — Stalled Project

The statement of financial position reflected the work-in-progress balance of
Kshs.19,522,765. The balance represented a 40%-part payment for an Enterprise Resource
Planning (ERP) software procured and contracted in 2015/2016. The supply, installation and
commissioning of the application were yet to be made even though the part payment was
made over four (4) years back and recognized in the financial statements.

The implementation of the ERP, which was contracted at a sum of Kshs. 48,806,912, had been
called off even though there was a valid contract in force between the Fund and the supplier.

In the circumstances, the recoverability and likely utilization of the part payment of
Kshs, 19,522,765 was doubtful.

Management response
The Chief Executive Officer responded as follows:

a) The payment was made to honour the contractual obligation of the Fund as contained
in the contract. The Fund had been in consultation with relevant offices to jump-start
the project as advised by the Attorney General,

b} The Fund entered a consultancy contract on 2nd November 2015 for an ERP project
implementation management at a sum of Kshs.6,602,821 and paid an amount of
Kshs. 1,320,564 representing 20% of the contract sum. The payment was recognized
in the financial statements as an item of recurrent expenditure and expensed under the
financial performance statement.

¢) In a meeting held on 10® January 2020, the Board resolved to revive the project to
realize value for money for the Kshs. 19,522,765. The system vendor has since
developed four modules (credit management, finance management, procurement and
registry management) awaiting validation and commissioning.

5. Consumables -Office and General Supplies, Supply and Delivery of Toners

The Accounting Officer explained the mix-up of dates. The Committee noted that the
management resolved the matter.

6. Supply and Delivery of Publicity Materials

The Accounting Officer explained the mix-up of dates. The Committee noted that the
management resolved the matter.



7. Repairs and Maintenance

The Accounting Officer explained the mix-up of dates, The Committee noted that the
management résolved the matter.

MIN. NA/AA&SC-SFAC/2023/045: EXAMINATION OF REPORT OF THE
AUDITOR GENERAL ON THE ACCOUNT OF UWEZO FUND FOR THE
FINANCIAL YEAR 2020/2021.

1. Unsupported and Unreconciled Cash and Cash Equivalents

a) There was a variance of Kshs. 32,99% between cash balances indicated in the
supporting schedule and statement of financial position.

b) 291 bank accounts balances were not supported by cashbook extracts, reconciliation
statements, bank confirmation certificates, and board of survey certificates.

c) There was a variance of Kshs 4,418,074 between figures indicated in the loan account
schedules and financial statements.

Management response
The Chicf Executive Officer responded as follows:

a) The statement of financial position submitted for audit reflected a balance of cash and
cash equivalent as of 30® June 2021 of Ksh 2,308,751,932, comprising current and
fixed deposit account balances of Ksh 2,307,226,753 and outstanding staff imprests of
Kshs. 1,525,180. _

b) The current and fixed deposit balance of cash and cash equivalent was inadvertently
been overstated by Ksh.32,998, while the staff imprests had been understated by the
same amount.

¢) The overcast and undercast were regrettable. However, the management will adjust
the balance of cash and cash equivalent in the financial statements in the succeeding

year.

d) Late Submission of reconciled cash books: The problem was occasioned by a lack
of adequate staff and an automated system.

2. Unsupported Long-Term Receivables
Long-term receivables amounted to Kshs. 4,640,480,509 as at 30 th June,2021. The balance
was derived from adjusting loan capital fund grants held at the Central Bank of Kenya, loan
repayments, and main accounts.

Further, management had never maintained debtors’ ledgers since the inception of the Fund.
The ageing analysis for outstanding loans was also not prepared.



Management response
The Chief Executive Officer responded as follows:

a)

b)

c)

d)

e)

3.

The Fund eperations are constituency-based, so the primary loan records are
maintained in the constituencies. However, the constituencies submitted summaries of
loan records as obtained from the primary loan records to the Fund.

The slow submission of loan records was occasioned by the manual operation of the
Fund and reliance on staff from other departments for the implementation of its
programs at the constituency level.

The loan listings for 232 constituencies, representing 80% of the constituencies, were
attached for Audit confirmation.

Existence of beneficiary groups: The group records were maintained from the
Constituency level. The Chief Officer Executive suggested that the Auditor General
may consider auditing the documents at the Constituency level.

Training: The Fund trained 100 officers annually in book and record keeping.

Unsupported Constituencies’ Administration Costs

213 constituencies submitted expenditure returns totalling Kshs. 130,468,263, However,
returns totalling Kshs. 42,645,156 were not submitted.

The expenditure of Kshs. 293,000 for Turkana Central Constituency was not supported by
documentary evidence.

Management response

The Accounting Officer responded as follows:

a)
b)

c)

d)

The challenges were attributed to the Fund's structure and manual operations.

The Fund had since received and collated the expenditure returns for 244
constituencies totalling Kshs, 141,280,728.92.

This amount, compared to the expenditure of Kshs 173,113,419, translated to 82%
support for the expenditure,

Turkana Central Constituency had submitted scanned copies of payment vouchers
and other documents to support the expenditure of Kshs. 293,000, The scanned
payment vouchers were available for andit confirmatiomn.

The Committee noted that the management had addressed the issue of Turkana Central
Constituency satisfactorily.



4. Unresolved Prior Year Audit Matters.
Several issues under the Report on Financial Statements and Lawfulness and Effectiveness in
Usze of Public Resaurces still needed to be resalved,

Management response
The Accounting Officer committed to resolving the matters within three (3) months.

5. Internal Control Weaknesses in Fund Administration at the Constituency Level
The audit noted structural and control weaknesses in various constituencies.

Management response
a) The Fund operated at two levels; the headquarters (secretariat) and the constituencies.

Consequently, the disbursement of funds was also at the two levels,

b) The secretariat disbursed funds through the constituency bank accounts maintained
for every constituency as provided in Section 19 (c) of the PFM (Uwezo Fund)
Regulations 2014, where constituencies loaned the same funds to beneficiary groups.

¢) In the circumstances, documentation, authorization approvals, bank reconciliation and

follow-up of loan repayments were done at the constituency level.

MIN. NA/AA&SC-SFAC/2023/046: ADJOURNMENT
There being no other business, the meeting was adjourned at 1.21 p.m. The next meeting will
be held on Tuesday, 21" March 2023, at 9:00 am at Hilton Garden Inn.
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MIN. NA/AA&SC-SFAC2023/047: PRELIMINARILES

The Chairperson called the meeting to order at 10;17 am, followed by a word of prayer and
introductions.

The following agenda was adopted as circulated:

1. Prayers

2. Preliminaries/Introductions

3. Examination of the Auditor General Reports on Accounts for Women Enterprise
Fund for the Financial year 2018/2019 to 2020/2021.

4. Any Other Business

Adjournment Date of the next meeting.

L

After that, Mr Charles Mwirigi, Chief Executive Officer, Women Enterprise Fund, undertook the
oath of Witness, He tabled the Management responses and supporting documents on the audited
accounts of the Women Enterprise Development Fund for the Financial Years 2020/2021.

MIN. NAJAA&SC-SFAC/2023/048: CONSIDERATION OF THE AUDIT REPORTS OF
THE WOMEN ENTERPRISE DEVELOPMENT FUND FOR 2018/19 TO 2020/21

Examination of the Auditor General reports for the Financial Year 2018/2019

The Committee examined the Auditor General report for the Women Enterprise Fund for the
Financial Year 2018/2019 as follows:

1.2 Doubtful Recovery of LPO Financing and CWEs Loans

i.  Loans relating to LPO Financing of Kshs.8,130,960 were due but not paid as of 30 June,
2019
ii. Anamount of Kshs. 732,649,283 was due from the Constituency Women Enterprise
Scheme (CWEs) and had been outstanding for more than one year.
. The balance of Kshs.732,649,283 includes an amount of Kshs.50,370,500, which has
remained dormant during the year under review.

Management response

The Chief Executive Officer informed the Members that the Fund had issued demand letters to the
defaulters, listed the directors of the companies with Credit Reference Bureau (CRB) and instituted
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instituted legal proceedings against them because of the above measures, some clients have
responded and paid a total of Kshs.3,417,000

As for the Constituency Women Enterprise Scheme Loans (C-WES Loans), he stated that the Fund
engaged in aggressive recovery strategies by deploying recovery teams strategically in low
repayment areas, working closely with key stakeholders like the chiefs and Ward Administrators
and having a debt recovery unit that was created within the credit department.

Commitiee observation

The Committee observed that although the Auditor General had verified the documents, the matter
was partly resolved.

Unresolved Prior Year Matters
Unresolved prior-year matters that have also not been deliberated on by the Public Accounts

Committee.

Management response
The Chief Executive Officer indicated that the pending issues have to do with the Loan Repayment

and matters that are pending in court.

Commitiee observation
The Committee noted that the matter was still outstanding.

2, Unprocedural Procurements
The Fund procured conference services at a total cost of Kshs.3,588,780 for two-days regional
review meetings across the Country. The procurements were awarded without signed professional

opinions from the Head of Procurement.

Management response
The Chief Executive officer responded that:
a)  There was an officer in an acting position who had no opinion since He was not qualified

but was only placed to guide the process.
b) The Management acknowledged the absence of the signed professional opinions and

promise to adhere to Regulations going forward.

Committee observation
The Committee noted that the management had violated the Law, and the matter remained

unresolved.



Examination of the Auditor General reports for the Financial Year 2019/2020

Doubtful receivables-LPO Loans/ Financing

LPO financing of Kshs. 15,157,590 were due but not paid as at 30 June, 2020.0ut of the latter
balance, an amount of Kshs. 8,072,303 has been outstanding for more than one (1) year contrary
to the loans policy of the Fund.

Management response
The Chief Executive officer informed the Committee that:

a) The Fund had undertaken steps to ensure the recovery of the outstanding balances,
including:
e [ssuance of demand letters to the defaulter
e Listing the directors of the companies with Credit Reference Bureau {CRE)
e Instituting legal proceedings.
b) The efforts undertaken have resulted in the recovery of Ksh.3,020,500.
¢) The Fund had deployed recovery teams strategically in low repayment areas, worked
closely with key stakeholders like the chiefs and Ward administrators and established
a debt recovery unit within the credit department.

Committec observation

The Committee noted that although the Office of Auditor General had verified the documents and
the matter was partly resolved.

Doubtful Receivables-Constituency Women Enterprise Schemes Loans (CWES)

An amount Kshs. 785,844,387 has been outstanding for more than one (1) year. Out of the latter
balance of Kshs. 785,844,387, no repayments were made in respect of receivables of Kshs.
47,530,500 during the vear under review.

Management response
The Chief Executive officer stated as follows:

a) The Fund had reduced the Zero repayment amount to Kshs. 40,680,500 as at 31st January,
2023.

b) The Fund was engaged in aggressive recovery strategies in low repayment areas, working
closely with key stakeholders like the chiefs, ward administrators and elected leaders in the
respective constituencies.

Committee observation

The Committee noted that the matter was still outstanding as the recovery is still ongoing

1.3 Non-performing Loans to Financial Intermediary



. Non - Performing Loans to Financial Partners

Receivables from exchange transactions include non-performing loans totalling Kshs.
71,780,000 due from eight (8) financial intermediary partners-The Management has not made
any provision for bad debts, as recovery is doubtful.

Management response

The Chief Executive officer responded as follows:

&)

b)

The Fund had instituted legal proceedings against intermediary financial partners, that is,
Pamoja Women Development Program (PAWDEP), Social Initiative and Development
Entrepreneurs Program (SIDEP), Adok Timo and African Women Foundation. The
Judgement was issued in favour of the Fund for the outstanding loan balance plus cost and
interest.

The Fund was in the process of enlisting new auctioneers after the failure of the previous
one to deliver a successful auction of the properties and was committed to having the
auction carried out before the end of the 2022/2023 Financial Year.

The Fund ensured that intermediaries provided collateral as security for funds disbursed to
them, which has aided in recovering funds from the other one hundred two (102) Financial
intermediary institutions.

The Fund had also written demand letters to the affected institutions and ensured the listing
of the directors of the respective institutions with the Credit Reference Bureau (CRB).
The Fund had since stopped lending to financial institutions, including banks, intermediary
partners and Saccos, to avoid the risk of loss of money.

The process of changing the status of the Fund to make it a semi-autonomous agency has
commenced. This could afford it the legal status to directly pursue the recovery funds
disbursed to partners and other beneficiaries.

Committee observations

The Committee observed that the matter was still pending as the Court cases were still active.

The Committee further observed that there was a need to:

a) Review and improve the credit policy of the fund.
b) Build awareness and market the fund.
¢) Strengthen the fund’s operations system to seal loopholes,

2.4 Non recoverable Pikipiki Loan Financing

From loan balance of Kshs.1,297,916, which represents loan advanced to field officers. An
equivalent amount totaling Kshs.150,000 from two (2) staff members appears non-recovenble.



Management Response

The Chief Executive officer responded that the outstanding balance in arrears is attributable to
staff who exited the Fund. Kshs 150,000 was computed and recovered from the staff’s terminal
dues.

Commitice observation

The Committee noted that the matter was still outstanding.
1.5 Doubtful Imprests and Advances

i. An equivalent amount of Kshs. 184,581 on advances was owed by stafl who have

exited the service.
ii. -The recoverability of the balance is therefore doubtful

Response by the Fund Administrator

The Chief Executive officer informed the committee that amounts owed to the Fund by the staff
arose due to staff who were issued with Salary advances of Kshs. 184,584 owed by staff who exited

the service by way of interdiction, termination or resignation.

He informed the committee that the said amount of Ksh 184,584 was computed and recovered
from the staff™s terminal dues.

Observations and Recommendations

The Office of the Auditer General informed the Committee that the matter was addressed
satisfactorily.

2.0 Accuracy of Financial Statements
2.1 Unreconciled Training Expense Ledger

Included in the general expenses were training expenses totalling Kshs 32,308,404, which was at
variance with the supporting schedule figure of Kshs.32,979,908, resulting in an unexplained and
unreconciled difference of Kshs.671,504.

Response by the Fund Administrator

The Chief Executive officer informed the Committee that the error in the ledger was duly noted
and was corrected and provided for review.

Ohservations and Recommendations

The Office of the Auditor General informed the Committee that the matter was addressed

satisfactorily.
2.2 Unsupported CWES Loan Adjustment
i.  Loans due from Constituency Women Enterprise Scheme amounted Kshs, 3,060,508,449.



ii.

However, the ledger presented in support of the amount includes an adjustment of
Kshs 11,388,465 which has not been explained.

Management response

The Chief Executive officer informed the committee that the schedule/ledger provided reflects this
corrected balance.

Committee observation

The Committee noted that the management had addressed the matter satisfactorily.

Other Matters
Unresolved Prior Year Matters

Unresolved prior-year matters that have also not been deliberated on by the Public Accounts
Committee.

Management response

The Chief Executive Officer indicated that they have resolved some of the prior year's matters
while others have not been resolved.

He also informed the committee that the matters mainly pending are issues to do with the Loan
Repayment and matters that are pending in court.

Committec observation

The Committee noted that the matter was still outstanding,

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PFUBLIC
RESOURCES

1. Imprest Management and Control
The Fund did not maintain a complete imprest management record to aid in the issuance and

control of imprests.

This resulted in multiple imprests issuance to staff before clearing the previous ones totalling to
K.shs.470,637 as imprests due but un-surrendered as at 30 June, 2020,

Management response

The Chief Executive Officer informed the Committee that they have all the un-surrendered
imprests as at 30 June 2020 amounting to Kshs 470,637, which have been fully accounted for, The
swrender documents are available for review.

Committee observation

The Committee noted that the management addressed the matter satisfactorily.
7



Staff Appointments Not Meeting the Requisite Criteria

The Fund recruited persons, to fill eight (8) vacant positions of Assistant Credit Managers,

However, a review of employment records and documentation revealed that three (3) of the eight
(8) staff appointed to this position did not meet the required criteria or gualifications of being
members of a relevant professional body at the time of application.

Management response

The Chief Executive Officer informed the committee that the three officers under question were
among thirteen shortlisted candidates who were not members of a professional body but stood out
in terms of relevant experience and qualifications.

He further noted that the shortlist report was reviewed and approved by the board, and the (Human
Resources) HR policy did not require membership in professional bodies.

Committee observation

The Committee noted that the matter was still outstanding.

The Committee resolved that management provides documentation on the advert, details of the
three shortlisted candidates and the HR policy.

Examination of the Auditor General reports for the Financial Year 2020/2021
1.0 Receivables from Exchange Transactions
1.1 Doubtful Receivables from Exchange Transactions

Kshs. 14,967,403 in LPO Loans’ Financing was outstanding as at 30 June 2021, including an
unpaid amount of Kshs. 12,257,403 that has been outstanding for more than one (1) year contrary
to the loan policy of the Fund.

Management responsc
The Chief Executive Officer informed the Committee they have undertaken steps to ensure the
recovery of the outstanding balances:

a) issued demand letiers to the defaulters.

b) Listed the directors of the companies with Credit Reference Bureau (CRB) and

c) instituted legal proceedings against them.

He noted that efforts undertaken resulted in the recovery of Ksh.3,020,500.

Regarding the Constituency Women Enterprise Scheme Loans (C-WES Loans), he responded That
the Fund had deployed recovery teams strategically in low repayment areas, worked closely with
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key stakeholders like the chiefs and Ward administrators and established a debt recovery unit
within the credit department.

Committee observation
The Committee noted that although the Office of Auditor General had verified the documents and

the matter was partly resolved.

1.2 Doubtful Receivables-Constituency Women Enterprise Schemes Loans (CWES)
An amount of Kshs. 785,844,387 had been outstanding for more than one (1) year.

Out of the latter balance of Kshs. 785,844,387, no repayments were made in respect of recervables
of Kshs. 47,530,500 during the year under review,

Management response :
The Chief Executive officer informed the Committee has managed to reduce the Zero repayment

amount to Kshs. 40,680,500 as of 31st January 2023.

He noted that the Fund was working closely with key stakeholders like the chiefs, ward
administrators and elected leaders in the respective constituencies to recover the outstanding loans.

Committee observation :
The Committee noted that the matter was still outstanding as the recovery was still ongoing.

1.3 Non-performing Loans to Financial Intermediary
i Receivables from exchange transactions include non-performing loans totalling Kshs.

71,780,000 due from eight (8) financial intermediary partners.
ii. The Management has not made any provision for bad debts, as recovery is doubiful.

Commiitee response

The Chief Executive officer stated that the Fund had instituted legal proceedings against
intermediary financial partners, that is, Pamoja Women Development Program (PAWDEP), Social
Initiative and Development Entrepreneurs Program (SIDEP), Adok Timo and African Women
Foundation and the Judgement was issued in favour of the Fund for the outstanding loan balance

“plus cost and interest.
He also informed the Committee that the Fund was in the process of enlisting new auctioneers

after the failure of the pravious one to deliver a successful auction of the properties and is
committed to having the auction carried out before the end of the 2022/2023 Financial Year.

He further explained that the Fund had instituted the following measures:



i Ensured that intermediaries provided collateral as security for funds disbursed to them,
which has aided in recovering funds from the other one hundred two (102) Financial

intermediary institutions.

ii. Written demand letters to the affected institutions and ensured the listing of the
directors of the respective institutions with the Credit Reference Bureau (CRB).

il They have stopped lending to financial institutions, including banks, intermediary
partners and Saccos, to avoid the risk of loss of money.

The management also informed the Committee that the process of changing the status of the Fund
to make it a semi-autonomous agency had commenced. This could afford it the legal status to
directly pursue the recovery of funds disbursed to partners and other beneficiaries.

Committee obhservations
The Committee observed that the matter was still pending as the court cases were still active.

The Committee further observed that there was a need to:
a) Review and improve the credit policy of the Fund.

b) Build awareness and market the fund,
¢) Strengthen the fund’s operations system to seal loopholes.

1.4 Pikipiki Loan Financing
Pikipiki loan of Kshs. 1,106,920 includes non-performing loans totalling Kshs 283,333 from
members who have failed to repay the loans over several years.

Response by the Fund Administrator
The Chief Executive officer stated that the outstanding balance in arrears of Ksh 283,333 is
attributable to staff who exited the Fund.

He informed the Committee that they have affected recoveries of the amount owing through their
terminal dues.

Committee observation
The Committee noted that the matter was still outstanding.

1.5 Imprests and Advances
An equivalent amount of Kshs. 184,581 on advances was owed by staff who have exited the

service.

The recoverahility of the balance is, therefore, doubtful.
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Management response
The Chief Executive officer informed the Committee that amounis owed arose from salary

advances of Kshs.184,584 owed by staff who exited the service by way of interdiction, termination
or resignation. He added that the said amount of Ksh 184,584 was computed and recovered from
the stafl"s terminal dues.

Committee observation
The Committee observed that the management addressed the matter satisfactorily.

2. Unsupported Travel, Conferences and Accommodation
Expenditure totalling Kshs. 1,735,400 were not supported with user requisitions, approval and taxi

receipts.

Management response

The Chief Executive officer informed the committee that before a taxi service is used, a requisition
is raised for every trip, and approval is made on the request before M/s Tripstart is engaged.

He further noted that after the trip, a receipt is issued stating the areas covered and signed by the
user. The respective vouchers have been availed for audit review.

Observations and Recommendations
The Office of the Auditor General informed the Committee that the matter was addressed

satisfactorily.

3. Irregular Payment of Extraneous Allowances
An amount of Kshs. 2,859,659 paid as an extraneous allowance to volunteers engaged by the fund.

Response by the Fund Administrator
The Chief Executive officer informed the committee that those engaged were not Volunteers, but

staff who were graded and designated as Credit assistances by SRC,

Observations and Recommendations
The Office of the Auditor General informed the Committee that the matter was addressed

satisfactorily.

Other Matter
Unresolved Prior Year Matters
Unresolved prior-year matters that have also not been deliberated on by the Public Accounts

Committee.
Management response

The Chief Executive Officer indicated that the pending i1ssues to do with the repayment [oans were
pending in court.
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Committee observation
The Committee noted that the matter was still outstanding.

4. Irregular Procurcment of Motor Vehicle Repairs

Maintenance expenses totalling Kshs.453,256 was not supported with procurement records such
as original tender bid documents, tender evaluation minutes, professional opinion, and award
minutes.

Management response

The Chief Executive Officer indicated that in each of the cases relating to the expenditure of
453,256, quotations were sourced from Prequalified service providers from either the National
Government or the County Government in the specific regions.

He further noted that Quotations were analyzed to get the most competitive bid, and value for
money was realized as due diligence was carried out,

Committee observation
The Committee observed that the management addressed the matter satisfactorily.

MIN. NA/AA&SC-SFAC/2023/052: ADJOURNMENT
There being no other business, the meeting was adjourned at 2.58 p.m. The next meeting will be
held on notice.
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Hon. Eve Akinyi Obara, MP

—
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APOLOGIES
I. Hon. Dr. Christine Ombaka Oduor, MP
Hon. Charles Ngusya Nguna, MP
Hon. Faith Wairimu Gitau, MP
Hon. Kahugu Erick Mwangi, MP
Hon. Joseph Kimutai Cherorot, MP
Hon. Cecilia Asinyen Ngitit, MP
Hon. Tom Mboya Odege, MP

R R

NATIONAL ASSEMBLY SECRETARIAT

1. Mr. Leonard Machira - Senior Clerk Assistant

2. Ms. Judy Kanyoko - Legal Counsel II

3. Ms. Bevaline Mosoti - Research Officer II1

4. Mr. Geoffrey Kwatemba - Media Relations Officer

5. Mr. Peter Muthetia — Audio Recording Officer
MIN. NA/AA&SC-SFAC/2023/053: PRELIMINARIES

The Chairperson called the meeting to order at 10:10 am, followed by a word of prayer and
introductions.

The following agenda was adopted as circulated:

Prayers

Preliminaries/Introductions

Confirmation of previous Minutes

Brief of the Auditor General Report for the Strategic Reserve Trust Fund for the
Financial Year 2020/21

5. Any Other Business
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6. Adjournment,

MIN. NA/AA&SC-SFAC/2023/049; CONFIRMATION OF MINUTES
1. The minutes of the 5" sitting held on Thursday, 7" March 2023, were confirmed as an

accurate record of the proceedings having been proposed by Hon. Dawood Abdul Rahim,
HSC, MP and seconded by Hon. Paul Kibichi Biego, MP

2. The minutes of the 6" sitting held on Thursday, 9" March 2023, were confirmed as an
accurate record of the proceedings having been proposed by Hon. Paul Kibichi Biego, MP
and seconded by Hon. Erastus Kivasu Nzioka, MP.

3. The minutes of the 11™ sitting held on Tuesday, 21* March 2023, were confirmed as an
accurate record of the proceedings having been proposed by Hon. Catherine Nakhabi
Omanyo, MP and seconded by Hon. Paul Kibichi Biego, MP

4. The confirmation of the Minutes of the 7™ 8™ 0™ and 10™ siting was deferred.

MIN. NA/AAKSC-SFAC/2023/050: MATTERS ARISING FROM THE PREVIOUS
MINUTES

Mo matters arpse,

MIN.NA/AA&SC-SFAC/2023/051: ADOPTION OF AMENDED SCHEDULE OF

MEETINGS.

1. The Committee adopted the amended schedule and agreed to hold a retreat from 14" April
2023 10 18" April 2023 to examine reports as follows:

1)

i)

i)

v}

Friday 14" April 2023 — Meeting with the Principal Secretary, State Department for
Housing and Urban Development, to Examine the report of the Auditor General for
the Civil Servants Housing Scheme Fund for the Financial Year 2020/2021, 2021/2022,
Saturday, 15" April 2023 — Briefing by the OAG on the Audit reports of the Youth
Enterprise Fund and the Special Audit on the Petroleum Development Levy Fund
2017/18, 2018/19, 2019/20, 202021, 2021/22.

Monday, 17th April 2023— Meeting with the Accounting Officer for Youth Enterprise
Development Fund to examine the report of the Auditor General for the Youth
Enterprise Development Fund for the Financial Year 2017/18, 2018/19, 2019/20.
Tuesday 18th April 2023 — Meeting with the Accounting Officer for Youth Enterprise
Development Fund to Examine the report of the Auditor General for the Youth
Enterprise Development Fund for the Financial Year 2020021, 2021/22.



MIN. NA/AA&SC-SFAC/2023/052:

ADJOURNMENT

There being no other business, the meeting was adjourned at 11.18 am. The next meeting will be
held on Wednesday, 12" April 2023,

BIGNED. ... cisusniaaida S P T
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HON. FATUMA ZAINAB MOHAMMED, MP
(CHAIRPERSON)
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MINUTES OF THE 13™ SITTING OF THE SPECIAL FUNDS ACCOUNTS
COMMITTEE HELD ON THURSDAY, 13™ APRIL 2023, IN THE COMMITTEE
ROOM 2™ FLOOR CONTINENTAL HOUSE PARLIAMENT BUILDINGS, AT 09.30

AM

PRESENT

R S

Hon, Fatuma Zainab Mohammed, MP - Chairperson

Hon, Dawood Abdul Rahim, HSC, MP - Vice Chairperson
Hon, Cecilia Asinyen Ngitit, MP

Hon. Joseph Kimutai Cherorot, MP

Hon. Erastus Kivasu Nzioka, MP

Hon. Catherine Nakhabi Omanyo, MP

Hon. Tom Mboyva Odege, MP

Hon. Paul Kibichi Biego, MP

APOLOGIES
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Hon. Faith Wairimu Gitau, MP

Hon. Eve Akinyi Obara, MP

Hon. Joseph Majimbo Kalasinga,

Hon. Joshua Odongo Oron, MP

Hon. Charles Ngusya Nguna, MP

Hon. Erick Kahugu Mwangi,MP

Hon, Dr. Christine Ombaka Oduor, MP

NATIONAL ASSEMBLY SECRETARIAT
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Mr. Leonard Machira - Senior Clerk Assistant
Ms. Comfort Susan Achieng - Clerk Assistant I11

Mr. Silvanus Makau - Clerk Assistant 111

Ms. Judy Kanycko - Legal Counsel 1

Ms. Bevaline Mosoti - Rescarch Assistant 111
Mr. Peter Mutethia - Audio officer

Me. Geoffrey Kwatemba - Media Relations Officer
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IN ATTENDANCE

NATIONAL YOUTH SERVICE - MECHANICAL AND TRANSPORT FUND.

1. Mr. Amos Gathecha - Chief Executive Officer

2. Mr. [saac Ngige - Parliamentary Liaison Officer

3. Mr. Francis Mdegwa . MYS

4, Mhr. Jones Tembur - NYS

3. Mr. David Kuba - SDPS NYS

6. Dr. James Kairu - NYS

7. Mr. David Chege - PA-PS/Public Service

8. Mr. Brian Kochwa - State Department for Public Service

OFFICE OF THE AUDITOR-GENERAL

1. Mr. Joseph Mwangi - Principal Auditor
2. Mr. Cheboiweo Philip - Director of Audit
3. Mr. David Osiemo - AuditorS Liaison Officer
NATIONAL TREASURY
Mr. Simon Kiriiba - Parliamentary Liaison Officer
MIN. NA/AAKSC-SFAC/2023/053: PRELIMINARIES

The Chairperson called the meeting to order at 0940 am, followed by a word of prayer and
introductions.
The following agenda was adopted as ¢irculated:
#) Preliminaries
b) Prayer
¢) Introductions
d) Examination of Reports of the Auditor General on Account of National
Youth Service — Mechanical and Transport Fund for the FY 2020/2021.
e} Any Other Business
f) Adjournment /Date of the next meeting.

After that, the Principal Secretary, Mr. Amos Gathecha, National Youth Serviee —
Mechanical and Transport Fund, took the witness oath and tabled the management responses
and supporting documents on the audited accounts of the Fund for the Financial Years
202072021 to 2021/2022.

MIN. NA/AA&SC-SFAC/2023/054: CONFIRMATION OF MINUTES

The Commitiee deferred the item to the next sitting.



MIN. NA/AA&SC-SFAC/2023/055: EXAMINATION OF THE AUDITOR GENERAL'S
REPORT ON THE NATIONAL YOUTH SERVICE'S ACCOUNTS = MECHANICAL
AND TRANSPORT FUND FOR THE FINANCIAL YEAR 2020/2021

Brief on the mandate and scope of the Fund
The Principal Secretary briefed the Committee on the mandate and scope of the Fund.
Examination of the Auditor General reports for the Financial Year 2020/2021

1. Inaccuracy of Non-Current Assets
The Management had not valued the fund’s assets amounting to Kshs. 4,059,317,242 for
financial reporting purposes since inception.

The Council had not approved the assets depreciation policy.

Response by the Aceounting Officer
The Accounting Officer informed the Committee that:

a)} The valuation of non-current assets commenced in 2019, Phase one was done, and
Phase two was almost complete. The figure posted, therefore, was the book value of
the non-current assets and would be updated upon receipt of the figure from the
valuation report.

b) The Council approved the Finance &Accounts Policy and Procedures Manual on 21*
January 2021.

¢) A copy of the Phase | valuation report, extracts of the Council minutes, and the
depreciation of non-current assets of the Service section in the Finance and Accounts
Policies and Procedures Manual were attached for verification.

Committee ohservation

The Committes observed that the matter was still pending as the valuation of non-current
assets still needed to be finalized.

2. Unsupporied Receivables

The Management reported receivables from the National Youth Service Units balance of

Kshs.1,003,517,664 and from external operations balance of Kshs.641,736,8697 totalling
Kshs.1,645,254,533, whose supporting schedules were not provided for verification.

Response by the Accounting Officer
The Management responded as follows:

a) The failure to provide the stated schedules was an omission. The same was later
provided for audit verification.



b) An extract of the manual’s provisions for bad and doubtful debts was also submitted
for audit verification,

Commitiee observation

The Committee noted the provisions of Section 68 of the Public Finance Management Act and
observed that the Accounting Officer did not submit the schedules to the Auditor General on
time.

However, the Committee observed that the matter was addressed satisfactorily.
3. Unsupported Overpayment for Supplies.

Kshs. 1,220,000 was paid to a supplier for the supply and delivery of firefighting materials.
However, records showed that the materials supplied were worth Kshs, 720,000 leading to an
unexplained overpayment of Kshs. 500,000.

Response by the Accounting Officer

The Accounting Officer responded that the supplier delivered part of the materials valued at
Kshs. 720,000. However, due to logistical challenges, the merchant could not service the
remaining order at the ¢closure of the financial year. Consequently, the supplier issued a credit
note of Kshs, 500,000 for the un-serviced order.

When preparing the financial report, the Fund management realized that the LPO value of
Kshs 1,220,000 was captured instead of the actual value of Kshs 720,000 worth of materials
supplied. Consequently, a correction was made by expending Ksh 720,000 instead of Kshs

1,220,000,
Committee observation

The Committee noted that the matter was addressed satisfactorily.
4. Grounded Motor Vehicles

A review of the Fund’s assets revealed that seven (7) motor vehicles were grounded for a long
time for various mechanical reasons. The Management had not made any efforts to repair or
seek approval for the disposal of the vehicles.

Response by the Accounting Officer

He stated that the seven grounded maotor vehicles were approved for disposal; however, & circular
REF OP/CAB 3% 1A dated 14" April 2022 from the Head of the Public Service stopped the
exercises until further notice.



The Accounting Officer acknowledged that the Public Disposal Act clearly outlined the
procedure for the disposal of idle assets and promised to ensure that the vehicles were disposed
of or repaired.

Committee observation
The Committee observed that the matter was unresolved as the grounded vehicles were not

disposed of or repaired.

3. Unresolved Prior Year Matters

Several issues were raised in the Financial Year ending 30% June 2020, which still needed to
be resolved.

Response from the Accounting Officer

The Accounting Officer observed that the issues were discussed during the examination of the
State Department of Public Service accounts for the Financial Year 2019/2020 by the Public
Accounts Committee meeting on 9th November 2021, and a recommendation was issued
therein.

Committee observation
The Committee noted that the matter was addressed satisfactorily.

MIN. NA/AA&SC-SFAC/2023/056: ADJOURNMENT / DATE OF NEXT

MEETING
There being no other business, the Meeting was adjourned at 11:48 am. The next meeting
will be held on 14™ April 2023 at Trademark Hotel, Kiambu County, at 9:30 am.

SIGNED.....E%E‘::TE‘.E:#; ................ patg s |28 o
HON. FATUMA ZAINAB MOHAMMED, MP

(CHAIRPERSON)
SPECIAL FUNDS ACCOUNTS COMMITTEE






MINUTES OF THE 14" SITTING OF THE SPECIAL FUND ACCOUNTS COMMITTEE
HELD ON FRIDAY 14™ APRIL 2023, IN TRADEMARK HOTEL, IN KIAMBU AT 9.30
AM

e e

PRESENT
1. Hon. Fatuma Zainab Mohammed, MP - Chairperson
2. Hon. Dawood Abdul Rahim, HSC, MP - Vice Chairperson
3. Hon. Charles Ngusya Nguna, MP
4. Hon. Erastus Kivasu Nzioka, MP
5. Hon. Tom Mboya Odege, MP
6. Hon. Eve Akinyi Obara, MP
7. Hon. Catherine Nakhabi Omanyo, MP
8. Hon. Joseph Kimutai Cherorot, MP
9, Hon. Erick Kahugu Mwangi, MP
10. Hon. Paul Kibichi Biego, MP

APOLOGIES
1. Hon. Faith Wairimu Gitan, MP
Hon. Charles Ngusya Nguna, MP
Hon. Dr. Christine Ombaka Oduor, MP
Hon. Joseph Majimbo Kalasinga,
Hon. Cecilia Asinyen Ngitit, MP
Hon. Joshua Odongo Oron, MP
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IN ATTENDANCE

CIVIL SERVANTS HOUSING SCHEME FUND

1. Mr. Charles Hinga - Principal Secretary, State Department for Housing
and Urban Development

2. Mr. Julius Wairagu — Manager

3. Mr Charles Liyayi -Director Auditor

4. Mr. John Miya - Director of Administration

5. Ms. Everlyne Nyvakware - Chief Finance Officer

6. Mr. John Kaplich -Accountant

7. Mr, Bob Obebo = Accountant

8. Mr. Said Athman -Accountant

OFFICE OF THE AUDITOR-GENERAL

1. David Osiemo -Auditor/ Parliamentary Liaison Officer
2. Mr. Moses Kabare -Principal Auditor

3. Manasseh Kuria -Auditor
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4. Rosemary Kaigi -Auditor
NATIONAL TREASURY

Dir. Jackson Nd'ungu -Liaison Officer

NATIONAL ASSEMBLY SECRETARIAT

1. Mr. Leonard Machira - Senior Clerk Assistant
2. Ms. Comfort Susan Achieng - Clerk Assistant I11
3. Mr. Silvanus Makau - Clerk Assistant II1
4. Mr. Robert Ngetich - Fiscal Analyst II
3. Ms. Judy Kanyoko - Legal Counsel 11
6. Ms. Bevaline Mosoti - Research Assistant II1
7. Ms. Marvam Gabow - Public Communication Officer [11
8. Mr. Peter Mutethia - Audio officer
9. Mr. Benard Omondi - Sergeant-at-arms
10. Ms. Juliet Minayo - Office Assistant
MIN. NA/AA&SC-SFAC/2023/057: PRELIMINARIES

The Chairperson called the meeting to order at 9.55 am, followed by a word of prayer and
introductions.

The following agenda was adopted as circulated:

a) Preliminaries

b) Prayer

¢) Introductions

d) Examination of the Auditor General Reports of Civil Servants Housing
Scheme Fund for the Financial Years 2020/2021 and 2021/2022.

e} Any Other Business

)  Adjournment Date of the next meeting.

After that, Mr. Charles Hinga, Principal Secretary State Department for Housing and Urban
Development, took the witness oath and tabled the Management responses and supporting
documents on the audited accounts of the Civil Servants Housing Scheme Fund for the Financial
Years 2020/2021 and 2021/2022.

MIN. NA/AA&SC-SFAC/2023/058: EXAMINATION OF THE REPORT ON THE
AUDITED ACCOUNTS OF THE CIVIL SERVANTS HOUSING SCHEME FUND FOR
THE FINANCIAL YEAR 2020/2021



The Committee examined the Auditor General reports on the Civil Servants Housing Scheme Fund
for the Financial Year 2020/2021 as follows:

1. Statement of changes in Net assets
The basis of the audit opinion was as follows:
a. The statement of changes in net assets reflected a balance of Kshs.9,080,969,134 as of 305
June 2021, A casting of the balances indicated a total amount of Kshs.9,080,933,130 resulting
in a variance of Kshs.36,004.

b. The statement also reflected a pavable 10% deposits reserves balance of Kshs.602,785,168,
while the supporting schedule reflected a balance of Kshs.602,749,167 resulting in a variance
of Kshs.36,001.

c. The statement further reflected a capital reserves debit balance of Kshs.2,070,562 and a
deposit for houses debit balance of Kshs.7,577,065, whose supporting analysis was not
provided for audit review.

Tn this regard, the accuracy and validity of the statement of changes in net assets could not be
confirmed.

Response by the Accounting Officer

The Principal Secretary explained that the casting error was corrected. The 10% deposit reserved
balance was also reconciled to reflect the correct balance. Therefore, the Fund management
considered the matter as having been resolved.

Committee observation
The Committee noted that the Office of Auditor General verified the revised financial statements

and supporting schedules and resolved the matter, However, contrary to the applicable law, the
Accounting Officer did not submit the support analysis documents for audit on time.

2. Use of Goods and Services
The basis of the audit opinion was as follows:

i) The expenditure on the use of goods and services included Kshs.69,653,017 incurred
on advertisement, awareness, and publicity, However, the Fund Administrator did not
provide payment documents supporling expenditures totalling Kshs.19,816,552 for
audit review.

i) Payments totalling Kshs.31,300,188 relating to general expenses, travel and domestic
expenses were misclassified under advertisement, awareness, and publicity.
Response by the Accounting Officer
The Principal Secretary explained that the reported misclassification was a matter of interpretation

and that the Fund uses a single-line budgeting process which correctly classified the expenses
3
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incurred in support of publicity and awareness activities. The travel and domestic expenses were
for activities related to advertisement and publicity.

He added that the journal entries were submitted to the Auditor General for examination.
Therefore, the Fund management considered the matter as having been resolved.

Committee observation

The Committee noted that the matter was still pending and that the Accounting Officer should
have prepared the financial reports that reflect the entity's accurate and fair financial position and
submitted the required documents during the audit process.

Further, the Committee noted a need for the Accounting Officer to seek the assistance of the
Auditor General to review the classification of budget items to avoid the recurrence of the audit

query.

3. Unreconciled Training Expenses
Payments totalling Kshs.2,511,880 traced in the Cashbook were not included in the ledger and
supporting schedule.

Response by the Accounting Officer

The Principal Secretary explained that the Fund training expenditure of Kshs. 5,000,000
included all the payments made under the vote. He further noted that on analysis of the
cashbook, they could not identify the payments totalling Kshs.2,511,880 as indicated in the Audit,

Committee observation
The Committee noted that the matter was still pending and directed the Accounting Officer to
liaise with the Office of the Auditor General to verify the ledger within one week and submit a

report.
4. Electricity expenses

Payments of Kshs.1,195,551 were charged to the refurbishment of residential buildings instead.
of electricity expenses.

Response by the Fund Administrator

The Principal Secretary explained that the amounts were related to repairs and maintenance for
residential houses and therefore were correctly charged and classified under refurbishment and
maintenance of residential buildings.

Committee observation

The Committee noted that the matter was adequately resolved.



5. Receivables from Exchange Transactions

a) Long outstanding current receivables of Kshs.109,647,558 owed by the Principal Secretary-
Lands were outstanding for several years.

b} Rent and service charge arrears balances of Kshs.237,105,191 and Kshs.45,890,57% have
been outstanding for several years, and some were running balances.

¢} Ledger extracts provided for audit review did not indicate the names of persons or
institutions owing the Funds of long-term receivables of Kshs.5,704,391.996.

d) Provision for bad and doubtful debts was not provided.

Response by the Accounting Officer

On arrears owed by the Principal Secretary Lands

The Principal Secretary explained that the amounts paid to Principal Secretary Lands had not been
recovered despite the attempts of the Fund to seek the same.

On Rent and Service Charge Arrears

The Principal Secretary stated that the current receivables reflected rent and service charge arrears
balances of Kshs.237.105,191 and Kshs.45,890,579, respectively which remained outstanding due
to delay of submission of payroll by-products from various MDAs and County governments
despite receipt of the remittances.

Further, some civil servants who remitted money by bank standing orders did not disclose the
specific purpose of the remittance. Therefore, the Fund could not clear the balances in each client
account.

Committee observations

The Commitiee observed that the matter remained unresolved and noted with concem the
accumulated arrears by the different MDAs as the issue was historical The Commitiee further
observed a need to digitize the\ system to ensure the by-product is generated through the EPR
system and is integrated into the IPDD system to provide Monthly statements.

The Committee resolved that Management provides copies of the letters to the MDAs on the
remittance of the arrears together with the amounts in question to enable the Committee to follow
up on the matter.

6. Cash and Cash Equivalents
a) The bank reconciliation statement deposit account retlects un-banked receipts totalling
Kshs.14,360,196 with respect to the 2018/2019 and 2019/2020 financial years.
b) The clearance status for payments totalling Kshs. 1,709,090 was not provided for audit
review,
¢) The clearance status of receipts in the bank statement not in the cashbook amounting to
Kshs.182,667.400 was not provided for audit review.
Response by the Accounting Officer
a) Receipts in the cash book, not in the bank.
5
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The Kshs.17,840,670 receipts recorded in the cash book but not in the bank included some receipts
that could not be traced in the bank statement. The Management has since traced a total of Kshs.
14,722,495.00.

Verifying the same was ongoing to reconcile the outstanding balance of Kshs 3,118,175.00.

b) Payments in the cash book and not in the bank balance
The Principal Secretary informed the Committee that Kshs.1,709.090 payments in the cash book.
not in the bank, included a reversal entry of Kshs. 700,000. Further verification was ongoing to
clear the outstanding balance of Kshs. 1,009,090, and the support extract of the cashbook for the
Kshs 700,000 reversal entry had been attached.

c) Receipts in the bank, not in the cashbook
The Principal Secretary informed the Committee that the Receipts in the bank amounting to
Kshs.182,667.400 were not in the cashbook because of remittances from various MDAs and
county governments that lack supporting documentation detailing the purpose of remittances,

Commitiee observation
The Committee noted that the matter was unresolved and advised the management to undertake
monthly reconciliations to avoid errors.

7. Other Matters
Budgetary control and Management

a) No explanation was provided for the unbalanced budget that led to a variance of
Kshs. 131,756,443,

b} Anunder-expenditure of Kshs. 84,654,110 or 35%. was noted,

¢) The Management did not provide the approved 2020/2021 Financial Year budget. Further,
not confirm whether the Fund was authorized to incur the total expenses of
Kshs. 155,864,672,

Response by the Aceounting Officer

Budgeted Revenue

The Principal Secretary explained that the Fund’s revenue included mortgage interesl, investment
interest, bank interest, rental income, sale of forms and exchequer receipts from the National
Treasury. Further, the uncertainties around the exchequer amount to be received from the National
Treasury, the mortgage uptakes and prevailing investment interest rates proved a challenge in
predicting the revenues for the year.

Hence it was difficult to budget for demand in the mortgages. However, the Fund has since opted
lo budget for the revenue based on the average revenue realized in the previous years.

Under expenditure

The Principal Secretary explained that the Fund’s operations were affected by Covid 19 restrictions
leading to under-expenditure.



Approved Budget:
The Principal Secretary explained that the Scheme Management Committee approval minutes

were attached for audit. This confirmed the approved budget for the Financial Year 2020/2021 and

Committee Observation
The Committee noted that the matter was partly resolved as the Auditor General confirmed
verifying the minutes on the approved budget. However, the issue of expenditure was factual and

unresolved.

8. REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC

RESOURCES
1. Machakos Housing Project
Payments amounting to Kshs.10,639,982 were made from the contract without adequate

supporting documents.

Response by the Accounting Officer

The Principal Secretary e admitted that the Kshs.10,639,982 was paid without proper
documents. However, the money was recovered from subsequent payments under Payment

Certificate number 33.

Committee Observation
The Committee noted that the matter was addressed satisfactorily.

The Committee resolved to undertake an inspection visit to assess the implementation of the

project.

2. Delay in Completion and Failure to Recover Liquidated Damages for Embu  Housing
Project

The project was behind schedule by 68 weeks by the time of completion. The contract document
indicated that liquidated damages were provided at the rate of Kshs.300,000 per week, which
translated to Kshs, 20,400,000 for the 68 weeks duration.

No evidence was provided for audit review to confirm that the liquidated damages were charged
and recovered.

Response by the Accounting Officer
The Principal Secretary admitted there was a delay in the completion of the project. However, he

reported that it was completed on 21 December 2021. Subsequently, the liquidated damages were
recovered for the delayed period.

Committee Observation
The Commiltee noted that the matter was addressed satisfactorily.
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The Committee resolved to undertake an inspection visit to assess the implementation of the
project.

MIN. NA/AA&SC-SFAC/2023/060: ADJOURNMENT
There being no other business, the meeting was adjourned at 1:05p.m. The next meeting will be
held on Friday day, 14" April 2023, at 2:30 pm.
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HON. FATUMA ZAINAB MOHAMMED, MP
(CHAIRPERSON)

SPECIAL FUNDS ACCOUNTS COMMITTEE



MINUTES OF THE 15" SITTING OF THE SPECIAL FUND ACCOUNTS COMMITTEE
HELD ON FRIDAY 14™ APRIL 2023, IN TRADEMARK HOTEL, IN KIAMBU AT 2.30
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PRESENT

. Hon, Fatuma Zainab Mohammed, MP - Chairperson
. Hon. Dawood Abdul Rahim, HSC, MP - Vice Chairperson

. Hon. Charles Ngusya Nguna, MP
. Hon. Erastus Kivasu Nzioka, MP

. Hon. Eve Akinyi Obara, MP

. Hon. Catherine Nakhabi Omanyo, MP
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5. Hon. Tom Mboya Odege, MP
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%. Hon. Joseph Kimutai Cherorot, MP

9, Hon. Erick Kahugu Mwangi, MP

10. Hon. Paul Kibichi Biego, MP
APOLOGIES
Hon. Faith Wairimu Gitau, MP
Hon. Charles Ngusya Nguna, MP

Hon. Joseph Majimbo Kalasinga,
Hon. Cecilia Asinyen Ngitit, MP
6. Hon. Joshua Odongo Oron, MP
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IN ATTENDANCE

Hon. Dr. Christine Ombaka Oduor, MP

CIVIL SERVANTS HOUSING SCHEME FUND

1. Mr. Charles Hinga

Mr. Julius Wairagu

Mr Charles Liyayi

Mr. John Miya

Ms. Everlyne Nyakware
Mr. John Kaplich

Mr, Bob Obebo

Mr. Said Athman
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- Principal Secretary, State Department for Housing
and Urban Development

— Manager

-Director Auditor

- Director of Administration

- Chief Finance Officer

-Accountant

- Accountant

-Accountant

OFFICE OF THE AUDITOR-GENERAL

. David Osiemo

2. Mr, Moses Kabare
3. Manasseh Kuria
4. Rosemary Kaigi

-Auditor/ Parliamentary Liaison Officer
-Principal Auditor

-Auditor

-Auditor



NATIONAL TREASURY

Dr. Jackson Nd'ungu -Liaison Officer

NATIONAL ASSEMBLY SECRETARIAT

1. Mr. Leonard Machira - Senior Clerk Assistant
2. Ms. Comfort Susan Achieng - Clerk Assistant I11
3. Mr. Silvanus Makau - Clerk Assistant I11
4. Mr. Robert Ngetich - Fiscal Analyst [1
3. Ms. Judy Kanvoko - Legal Counsel [
6. Ms. Bevaline Mosoti - Research Assistant IT1
7. Ms. Maryam Gabow - Public Communication Officer 111
8. Mr. Peter Mutethia - Audio officer
9. Mr. Benard Omondi - Sergeant-at-arms
10. Ms. Juliet Minayo - Office Assistant
MIN. NA/AA&SC-SFAC/2023/061: PRELIMINARIES

The Chairperson called the meeting to order at 2.37 pm, followed by a word of prayer.

MIN. NA/AA&SC-SFAC/2023/062: EXAMINATION OF THE AUDIT REPORTS OF
THE CIVIL SERVANTS HOUSING SCHEME FUND FOR THE FINANCIAL YEAR
202172022

1. Inaccuracies in the Financial Statements

a) Misclassification of Kshs. 2,569,169,152 works in progress as a current asset.

b) Unrecenciled Variance of Kshs. 2,978,615,639 between the final expenditure budget of Kshs.
271,984,361 and approved budget of Kshs. 3,250,600,000.

¢) Unreconciled variance of Kshs. 2,926,443,708 between the final revenue budget of
Kshs.473,556,292 and the approved receipts budget of Kshs. 3,400,000,000.

Response by the Accounting Officer

a) Misclassification
The Principal Secretary informed the Committee that the Fund was working with the IPSAS to
formulate an appropriate template and work in progress will be classified as a non-current asset
in the 2022-2023 financial statements.

b} Unreconciled Variance of Kshs. 2,978,615,639
The Principal Secretary informed the Committee that Management was working with the IPSAS
Board to develop a template that fits the scheme's operations,

¢) Unreconciled variance of Kshs. 2,926,443,708
The Principal Secretary informed the Committee that the scheme reported actual revenues under
the final budget column in the Statement of Comparison of Budget and that in future, the scheme

will report final budgeted revenues as a comparison figure in the financial statements.
F:



Committee Observation
The Committee noted that the matter was still pending and resolved to observe the matter in the

subsequent financial year.

2. Revenue- Unsupported Revenue Balances

2.1 Mortgage Interest
Kshs.203,188,793 was not supported with monthly analysis/workings indicating amounts accrued

from each loan.

Response by the Accounting Officer
The Principal Secretary informed the Committee that the Mortgage interest included Mortgage
Interest Scheme Kshs. 91, 249,752 Mortgage Interest KCB S&L Kshs. 66,675,909 and Mortgage

Interest HFCK 45,263,132,

Committee Observation
The Committee noted that the matter was still pending and resolved to observe the matter in the

subsequent financial year.

2.2 Finance Income — Investment Interest
A detailed analysis to support Finance income investment interest totaling Kshs. 152,308,983 was

not provided for audit review.

Response by the Accounting Officer
The Principal Secretary informed the Committee that the detailed analysis of the above interest

amounts earned was available for audit review.

Committee Observation

The Committee noted that the matter was addressed satisfactorily. However, the Committee
observed that the Accounting Office needed a detailed analysis to support Finance income
investment interest during the audit.

2.3 Rental Income
Detailed analysis of rent income balance of Kshs. 95,722,648 was not provided for audit.

Response by the Fund Administrator

The Principal Secretary informed the Committee that the schedule supports an annual rental
income of Kshs. 49,713,792 had been provided. However, he indicated that there was an
additional rental income from unbilled rent arrears from prior years, totalling Kshs.46,008,856

Committee Observation
The Committee noted that the matter was still pending.



The Committee directed the Management to liaise with the Office of the Auditor General to resolve
the matter and report within one week.

3. Unsupported Refurbishment of Residential Buildings

Refurbishment of residential buildings of Kshs. 10,797,713 was not supported with details of
refurbished houses.

Response by the Accounting Officer
The Principal Secretary informed the Committee that the schedule for the refurbishment of
buildings was provided for audit.

Committee Observation
The Committee noted that the matter was addressed satisfactorily, However, the Accounting
Officer did not submit the schedules during the audit as provided by law.

4. Unsupported Cash and Cash Equivalent Balance

a) Deposit account -Clearance status of un-presented cheques Kshs.2.750,500 not provided.

b) Operation account of Kshs. 1,137,283, A Bank confirmation certificate was not provided.

¢) Fixed deposit Kshs.2,168,803,300 - Bank balance confirmation certificate .and approvals
from the National Treasury for fixing the funds not availed.

Response by the Accounting Officer

Deposit account

The Principal Secretary responded that the reconeiling items (unpresented cheques) were cleared,
as evidenced by the bank reconciliations of November 2022,

Operation account

The Principal Secretary informed the Committee that the bank confirmation was availed for audit
review.

Fixed Deposit

The Principal Secretary informed the Committee that the Bank balance confirmation certificate
for the fixed deposit amounts was provided for review.

Committee Observations

The Committee noted that the matter was partially addressed as the certificate for the fixed deposit
was confirmed to be correct and the operation account certificate Kshs of Kshs. 1,137,283
provided. However, the issue of the clearance of unpresented cheques was pending.

The Committee directed that Management liaises with the Office of the Auditor General to resolve
the pending issue and report within one.

3. Unsupported and Long Outstanding Current Receivables from exchange transactions



a) Supporting analysis for the current portion of receivables from exchange transactions balance
of Kshs. 142,662,920, Kshs, 26,401,375, Kshs. 8,176,666 & Kshs, 2,813,475 was not provided.

b) Management did not indicate who paid Rent and Service charge arrears of Kshs.377.3 17.476.
¢) Kshs 109,647,557.72 long ouwtstanding balance remitted to the Principal Secretary State
Department of Land was still in arrears.

Response by the Accounting Officer
The Accounting Officer responded as follows:
a) Current receivables from the exchange transaction: The current receivables referred to:
[nterest earned but not received as at 30" June, 2022. The amounts were subsequently paid
into the scheme account, and the details were provided,

b) Kshs 109,647,557.72 long outstanding balance remitted to the Principal Secretary
State Department of Land; The Fund was following up on the recovery of the unpaid
balance paid to the Principal Secretary for Lands.

¢} Rent and Service Charge Arrears: The current receivables reflected rent and service
charge arrears balances of Kshs.237,105,191 and Kshs 45,890,579, respectively, remained
outstanding due to the delay in the submission of payroll by-products from various MDAs
and County governments despite receipt of the remittances. Thus, the Fund could not clear

the balances in each client account on time.

Further, some of the civil servants who remitted money by bank standing orders did not
disclose the specific purpose of the remittance.

Committee Observations
The Committee noted that the issue on the current receivables from exchange transactions was
addressed while the other two matters were pending. Further, the matters recurred from the

previous Financial Year.

6. Unsupported Long-term Receivables from Exchange transactions
The supporting schedules long-term receivables of Kshs. 6,558,557,448 were not provided for

andit review.

Response by the Accounting Officer
The Principal Secretary informed the Committee that this was the Mortgage recoverable and
insurance prepared by the banks. The Fund wrote to the banks seeking the additional details

required by the Auditor General such as charge in the job group of the beneficiaries.

Commitiee Observations
The Committee noted that the matter was unresolved,
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7. Inaccuracies in Work in Progress

a. Included in the Work in Progress balance is the purchase of houses for sale of Kshs.
1,046,000,000 and which ought to have been disclosed as land and buildings.

b. The Work in Progress balance includes statutory fees and other charges of Kshs. 4,783,624,
which is at variance with the ledger and reflects a negative balance of Kshs. 4,783.624.

¢. Included in the Work in Progress balance is the construction of Kshs. 1,377,777,649, which
is at variance with the ledger, reflects a balance of Kshs. 1405876084 resulting in an
unexplained and unreconciled variance of Kshs. 28,098,435,

Response by the Accounting Officer
The Principal Secretary responded that;
a) The purchase of houses for sale of Kshs. 1,046,000,000 relates to the purchase of
Mavoko houses- a detailed analysis per project was provided for review.
b) The statutory fee was a misstated credit balance and has since been corrected.
¢) The ledger on construction was corrected, and the variances were reconciled.

Committee Observation
The Committee noted that the matter was resolved.

8. Variance between Property, Plant and Equipment and Fixed Asset Register balances.
a. An unexplained variance of (19,866,671) between the financial statement and assets
register.
b. Anunrecorded depreciation of Kshs. 20,884,361 in the assets register was noted.
c. A wrong classification of desktop computers and Apple iPad totalling Kshs. 3,925,310 was
noted.

Response by the Fund Administrator

The Principal Secretary informed the Committee that the variances were due to errors created by
the ERP system. He indicated that they were working with the developer of the ERP system to
address the error of misclassification.

Committee Observation
The Committee noted that the matter was still pending and directed that Management liaises with
the Office of the Auditor General to resolve the matter and report within a week.

9. Untitled Investment Properties
Titles for parcels of Land valued Ksh. 864,743,611 was not availed for audit.



Response by the Fund Accounting Officer

The Principal Secretary responded that the titling process had been initiated for all properties sold
under the Fund, He also informed the Committee that a steering committee comprising officers
from the State Departments for Lands and Housing and Urban Development had been established
to fast-track the process. A total of 298 titles have been received.

The delay in the issuance of title deeds was partly attributed to the ongoing digitalization of land
registries.

In the meantime, the beneficiaries were issued with allotment letters to confirm ownership of the
houses pending the issuance of titles.

Committee observation
The Committee noted that the matter was unresolved and observed that the delay in issuing titles
i the scheme's beneficiaries hampered the realization of the commercial potential of the housing

units as collateral for loans.
10. OTHER MATTERS

1. Budgetary Control and Performance
The comparison of the Budget and actual amounts statement reflected an actual expenditure
amount of Kshs.1092,737,179 against an approved budget of Kshs.271,984,361 resulting in an
under-expenditure of Kshs.79,247,182 or 29% of the budget.

The Underperformance affected the planned activities and may have negatively impacted service
delivery to the public.

Response by the Fund Administrator

The Principal Secretary informed the Committee that the scheme had been budgeted to purchase
ERP software and Motor vehicles whose procurement process was delayed in the year under
review, the procurement had not been done30™ June, 2022, resulting in the Budget

underperformance.

Committee Observation
The Committee noted that the matter was still pending and resolved to observe the matter in the

subsequent financial year.

2. Unresolved Prior Year Matters
In the previous year's audit report, several issues were raised under the report on financial
statements, Lawfulness and Effectiveness of Internal Controls, Risk Management and
Governance. However, the management had not resolved the issues or explained the failure.
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Response by the Accounting Officer
The Principal Secretary responded that prior year matters were in the FY 202012021 Management
responses. The Auditor’s recommendations are being implemented in the Current Financial year.

Committee Observation
The Committee noted that the matter was still pending and resolved to observe the matter in the

subsequent financial year.

MIN. NA/AA&SC-SFAC/2023/063: ADJOURNMENT
There being no other business, the meeting was adjourned at 4.35p.m. The next meeting will be
held on Saturday, 15" April 2023, at 9:30 am.

B N e e R s DATE“Ig,Q”Qf’

HON. FATUMA ZAINAB MOHAMMED, MP
(CHAIRPERSON)

SPECIAL FUNDS ACCOUNTS COMMITTEE



MINUTES OF THE 16™ SITTING OF THE SPECIAL FUNDS ACCOUNTS
COMMITTEE HELD ON SATURDAY, 15™ APRIL 2023, IN TRADEMARK HOTEL,
15T FLOOR CONFERENCE ROOM, VILLAGE MARKET, KIAMBU COUNTY AT
09.30 AM

PRESENT

Hon. Fatuma Zainab Mohammed, MP - Chairperson
Hon. Cecilia Asinyven Mgitit, WP

Hon. Joseph Kimutai Cherorot, MP

Hon. Erastus Kivasu Mzioka, MP

Hon. Catherine Nakhabi Omanyo, MP

Hon. Tom Mboya Odege, MP

Hon. Paul Kibichi Biego, MP

.

£

NS

APOLOGIES

Hon, Dawood Abdul Rahim, HSC, MP - Viee Chairperson
Hon. Faith Wairimu Gitau, MP

Hon. Eve Akinyi Obara, MP

Hon. Joseph Majimbo Kalasinga,

Hon. Joshua Odengo Oron, MP

Hon. Charles Ngusya Nguna, MP

Hon. Erick Kahugu Mwangi,MP

Hon. Dr. Christine Ombaka Oduor, MP

L.

B

ge M & b

NATIONAL ASSEMBLY SECRETARIAT

I. Mr. Leonard Machira - Senior Clerk Assistant

2. Ms. Comfort Susan Achieng - Clerk Assistant [1I

3. Mr. Silvanus Makau - Clerk Assistant [I1

4. Ms. Judy Kanyoko - Legal Counsel |

5. Ms. Bevaline Mosoti - Research Assistant I

6. Mr. Peter Mutethia - Audio Officer

7. Ms. Juliet Minayo - Office Assistant

£ Mr. Benard Omondi - Sergeant-at-arms

. Mr. Robert Ngetich - Fiscal Analyst 11

10. Ms, Maryam Gabow - Public Communication Officer 111

"%{-_-ﬁ =Lats



IN ATTENDANCE

SPORTS, ARTS AND SOCIAL DEVELOPMENT FUND

1. Mr. Mark Nyaga Wambugu - Chief Executive Officer
2. Dr. Job Aivabei - Fund Director

3. Ms. Quin Mwongela - Principal Officer

4. Ms. Terry Omwama - Fund Officer

OFFICE OF THE AUDITOR-GENERAL

1. Mr. Joseph Abok - Director of Audit
2. Ms. Anne Karaya - Auditor
3. Mr. David Osiemo - Auditor/ Parliamentary Liaison Officer
NATIONAL TREASURY
Dr. Jackson Nd ungu - Parliamentary Liaison Officer
MIN. NA/AA&SC-SFAC/2023/064: PRELIMINARIES

The Chairperson called the meeting to order at 09.40 am, followed by a word of praver and
introductions.
The following agenda was adopted as circulated:
a) Preliminaries
b) Prayer
¢) Introductions
d) Examination of Reports of the Auditor General on Accounts of the Sports,
Arts and Social Development Fund for the FYs 2018/2019, 2019/2020 and
2020/2021.
e} Any Other Business
fy  Adjournment /Date of the next meeting.

Afier that, Mr Mark Nyvaga Wambugu, the Chief’ Executive Officer Sports, Arts and Social
Development Fund, took the witness oath and tabled the management responses and

supporting documents on the audited accounts of the Fund for the Financial Years 2018/2019,
20192020 and 2020/2021.

MIN. NA/AA&SC-SFAC/2023/065: CONFIRMATION OF MINUTES

The Committee deferred the item to the next sitting.



MIN. NAAAKSC-SFAC/2023/066: EXAMINATION OF REPORTS OF THE
AUDITOR GENERAL ON ACCOUNTS OF THE SPORTS, ARTS AND SOCIAL
DEVELOPMENT FUND FOR THE FINANCIAL YEAR 2018/2019

Brief on the mandate and scope of the Fund
The Chief Executive Officer briefed the Committee on the mandate and scope of the Fund.
Examination of the Auditor General reports for the Financial Year 20182019

1. Unsupported Dishursements

Expenditure returns from Sporting Federations did not support disbursements of Kshs
1,362,694,433.

Response from the Accounting Officer
The Chief Executive Officer responded as follows:

a) The disbursements were made towards the end of the vear, and the returns took a long
period to be received by the Fund. However, the same was availed for audit

verification.
b} The Fund started its operations at the end of the 3rd quarter, with the first board

meeting being held on 5th February 2019.
¢} The Fund relied on Ministry staff.

Committee observation
The Committee noted that the Matter had been addressed satisfactorily.
2. Disbursements to Kenya Open Golf Limited

The Fund disbursed Kshs 250,140,000 to Kenya Open Golf Limited despite the entity
needing to be registered with the Commissioner of Sports as required to qualify for funding,

Response from the Accounting Officer

The Accounting Officer responded that Kenya Open Golf Limited is a fully owned subsidiary
of the Kenya Golf Federation. The latter is a registered sporting organization. The Board
approval minutes were availed for audit verification.

He also informed the Committee that there were wrangles in Kenya Golf Federation at the
time Consequently, the Board decided to disburse the Money to Kenya Open Golf Limited.



Committee observation

The Committee noted that the matter was partially resolved as the registration certificate of
Kenya Open Golf Limited was submitted for review, but the disbursement was unlawful.

3. Budgetary Control and Performance
a} There was an underfunding of Kshs 390,413,181 (or 5%) of the approved budget.
b} There was an under-expenditure of Kshs 7,153,935,683 (or 84%) of the budget.

Response from the Accounting Officer

The Accounting Officer responded that the underfunding was because the Fund started its
operations in the 3rd quarter of the financial year 2018/2019, receiving its first collection on
20th February 2019. Therefore, the Fund only received collections for only four months.

Committee observation
The Committee noted thal the matter was unresolved.
4. Challenges in adhering to the approved Budget.

The Accounting Officer responded that this was due to the applicants’ failure to meet the
funding threshald.

3. Unresolved Prior Year Matters
Progress on implementation of the recommendations Reports was provided for audit.
Response from the Accounting Officer

The Chief Executive Officer responded that since it was the first vear of operation, the Fund
had no prior year's audit issues to report. The legal notice creating the Fund was provided lor
verification.

Committee observation
The Committee noted that the matter had been addressed satisfactorily.
6. Failure to Execute the Fund®s Mandate

During the year under review, no training was conducted for Sports Federations as required by
the Fund's mandate.
Response by the Accounting Officer

The lack of training was because the Fund commenced operations in the third quarter of the
financial vear 2018/2019. A legal notice establishing the Fund and a letter of appointment of

the Chairman were provided to auditors for verification.
Committee observation

The Committee noted that the matter was addressed satisfactorily.



However, Members inquired if a budget was set aside for training and the specific amount
and asked the Accounting Officer to respond to the same in a week.

7. Lack of an Audit Committee

The Fund operated without an audit committee.

Response from the Accounting Officer

The Accounting Officer responded that the Board operated on a full basis, so there was no need

for a committes,
Committes Observation
The Committes abserved that the matter was unresolved,

8. Lack of a substantive Chief Executive Offer
The Fund operated without a substantive Chief Executive Officer.

Response from the Aceounting Officer

The appointment of the Acting Chief Executive Officer was made in compliance with the law
and applicable procedures. The Fund further engaged the Department of Public Service
Management to assist in developing the Human Resource Instruments. The Public Service
Commission and Oversight Board developed and approved the instruments.

The Job description manual was forwarded to the Salaries and Remuneration Commission for
job grading, review of salary structure and approval of the same was granted.

Committee Observation
The Committee observed that the matter was unresolved.

9. Lack of Policy Documents

The Fund had no crucial policy documents to guide operations, such as the strategic plan,
human resource policies, IT strategies, internal control manuals and accounting manuals.

Response by the Accounting Officer

This was because the Fund started its operations in the third quarter of the Financial Year

2018/2019,
The Fund has since developed all the requisite documents, including the Human Resource
Manual, Strategic Plan and Fund Administration Manual. The Draft IT Strategies and

Accounting manuals,
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Committee Observation
The Committee observed that the matter was resolved.
Examination of the report of the audited accounts for the Financial Year 20092020

10. Unsupported Revenue from Non-Exchange Transactions

Supparting documents for donations for the Sports Stimulus Program amounting to Kshs
17,500,000 were not provided for audit.

Response by the Accounting Officer
The Accounting Officer responded that the Fund received Khs 17.5 million from three (3)
companies through the parent Ministry to cushion sports persons from the effects of the
Covid-19 Pandemic. The funds were received and receipted accordingly. Going forward, the
Fund has ensured to enter into formal agreements with its funding partners.

Committee observations
The Committee noted that the matter had been addressed satisfactorily.

11. Irregular Dishursements of Grants and Subsidies to Federations
Kshs 529,932,000 was dishursed to Kenya Open Golf Limited and Kenya Open Ladies Goll®
Union, which were not registered as required under Section 13{a){i) of Public Finance (Sports,
Arts and Social Development Fund) Regulations, 2018,

Response from the Accounting Officer

The Accounting Officer responded that disbursement was authorized by the Board. He added
that the Kenya Golf Open Limited (KGOL) and Kenya Open Golf Limited (KOGL) were
formed for the purpose of running the operations of the Magical Kenya Open. The two
organizations are 100% owned by the Kenya Golf Federation,

The Committee noted that the issue was partially resolved as the Auditor General verified the
board minutes authorizing the disbursement. However, the certificate of registration provided
was for Kenya Golf Federation and not Open Golf Ltd and Kenya Ladies Golf Union, who
received the money.

The Committee further directed the Chiefl Executive Officer to confirm the name(s) of the
Accounting Officers who authorized the disbursement within seven days.

The Committee resolved to invite the Accounting Officer (s) / Principal Secretary to seck
clarification on the matter before making recommendations on the same.

12. Unsupported Trade and Other Payables
Kshs 5846400 owed to Kenya School of Government was not supported with relevant

documents,

Response from the Accounting Officer



The Accounting Officer responded that the Fund realized Kenya School of Government could
not provide the required service, and the engagement was discontinued. The amount was
reversed in the subsequent Financial Year.

Committee (Pbservation
The Committee observed that the matter was unresolved and agreed to check the status in the

next Financial Year,

13. Unresolved Prior Year Matiers

Progress on implementation reports was provided for audit. Management had not appeared
before the Parliamentary Committee.

Response from the Accounting Officer
The Fund Manager informed the Committee that a schedule of the implementation status was
shared with the Auditor for Review.

Committee Observation
The Committee observed that the matter was partially resolved as the matrixes were reviewed.

14, Budgetary Control and Performance
i. There was underfunding of Kshs 3,682,654 (or 38%) of the approved budget.
ji. There was an under-absorption of Kshs 2,161,942,444 (or 19%) of the budget,

Response from the Accounting Officer
The Accounting Officer responded as follows:
a) The underfunding of the total revenue was due to unrealized revenue from betting

and lottery taxes.

b} The revenue was further affected by the postponement and cancellation of local and
international sporting events due to Covid-19 restrictions due to Covid-19.

, leading to reduced betting activities.

Committee resolution
The Committee noted that the issue was unresolved as the under-absorption and underfunding

were historical and factual.

15. Unaunthorized Contracts on Medical Cover
The contract to provide medical cover worth Ksh 16,237,809 was extended without
competitive bidding.

Response from the Accounting Officer
The Accounting Officer responded:

’%LL:_E‘LAJ:



a) He did not authorize the payment; the transaction was done at the State Department for
Sports by the then Accounting Officer. It was also a renewal of the previous contract.
b) He added that the procurement department had been streamlined to undertake
competitive bidding.
Committee resolution
The Committee noted that the issue was unresolved and directed the Chief Executive Officer
to confirm the name(s) of the Accounting Officers who authorized the payment within seven
days.

The Committee resolved to invite the Accounting Officer (s) / Principal Secretary 1o seck
clarification on the matter before making recommendations on the same.

16. Irregular Disbursements to Sports Organizations
Kshs 3,375,043,331 was disbursed to various sports organizations for sports promotion and
development before they accounted for previous vears™ disbursements,

Response from the Accounting Officer

Most federations participated in different cadres/categories based on gender and age. -
Furthermore, most sports events extended long before they were concluded. All these events
were independent; therefore, in some instances, disbursements for different events had to be
made before returns were received. The various returns are now available for audit verification,

Committee observation

The Committee noted that the matter had been addressed satisfactorily.

MIN. NA/AA&SC-SFAC/2023/066: ADJOURNMENT / DATE OF NEXT
MEETING

There being no any other business, the Meeting was adjourned at 12:58 pm.The next Meeting
to be held at 2:30 pm.
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IN ATTENDANCE

SPORTS, ARTS AND SOCIAL DEVELOPMENT FUND

1. Mr. Mark Nyaga Wambugu - Chief Executive Officer
2. Dr. Job Aivabe - Fund Director

3. Ms. Quin Mwongela - Principal Officer

4. Ms. Terry Omwama - Fund Officer

OFFICE OF THE AUDITOR-GENERAL

1. Mr. Joseph Abok = Director Audit
2. Ms. Anne Karaya - Auditor
3. Mr. David Osiemo - Auditor/ Parliamentary Liaison Officer
NATIONAL TREASURY
Dir, Jackson MNd ungu - Parliamentary Linison Officer
MIN. NA/AA&SC-SFAC/2023/067: PRELIMINARIES

The Chairperson called the meeting to order at 2.40 pm, followed by a word of prayer and
introductions,
Examination of the Auditor General reports for the Financial Year 2010,/2021

The Committee examined the report as follows:

1. Unsupported Dishursements to Various Federations
An Amount of Kshs. 6,946,550,167 for the development of sports, Kshs. 1,756,080,820 for
social development, including universal health, Kshs. 218,098,442 for the promotion and
development of arts and Kshs. 66,099,576 for monitoring and evaluation costs bills of
quantities, governing body minutes, designs, approved plans, and monitoring and evaluation
reports were not provided for audit review.

Response from the Aceounting Officer

The Accounting Officer responded that the Bill of Quantities, the Oversight Board resolution
approving the disbursements, Plans and designs, and monitoring and evaluation reports were
provided for verification.

He regretted the lack of completeness of documents and that the management had devised a
system to remedy the situation.



Committee observation

The Committee observed that the matter had been addressed satisfactorily, as the documents

were verified and accurate,

2. TIrrerular Procurement of Air Tickels for Members of Parliament
Expenditure totalling Kshs 1,176,695 incurred on air tickets for Members of Parliament was
not suppeorted with boarding passes, attendance registers and back-to-office reports.

Response from the Accounting Officer
The Accounting Officer responded that the Fund wrote to the World Under 20 Championship
to explain the un-procedural procurement of air tickets to Members of parliament, However,

no response has been received from the entity.

Committee observation

The Committee observed that the matter was unresolved and directed the Accounting Officer
to provide documentary evidence of the efforts to obtain the documents for the World Under

20 Championship.

3. Unconfirmed Expenditure on Social Development, Including Universal Health
i. A guarterly and annual progress report did not support the expenditure of Kshs

741,581,520,
ii. The amount of Kshs 1,014,499,300, which was not unutilized at the end of the year,

was not returned to the Fund.

Response from the Accounting Officer
The Progress reports for all projects/programs funded under Social Development Including

Universal Health (MOH) have now been availed to the Office of the Auditor General for
verification,

Committee observation

The Committee observed that the matter was unresolved and directed the Accounting Officer
to submit evidence of the dishursement of the unutilized amount of Kshs disbursed to the State

Department for Health. This will enable the Committee to make a follow-up with the Principal
Secretary State Department for Health.

4. Unsurrendered Imprests-World Rally Championship (WBC) Safari Rally
Imprests totalling Kshs 17,126,719 had not been surrendered at the end of the year.

Response from the Aceounting Officer

The Ag. The Chief Executive Officer responded that the Fund wrote to the World Rally
Championship (WRC) asking it to explain its non-adherence to the provisions of the law on
surrender of imprest. However, no response was received from the World Rally Championship

(WBC) Safari Rally.
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Committee resolution

The Committee observed that the matter was unresolved and directed the Accounting Officer
to provide documentary evidence of the efforts by the Fund to follow up on the clearing of
the Unsurrendered imprest by the World Rally Championship (WRC

5. Unresolved Prior Year Matters
The progress report on the implementation recommendations of the previous year had not been
provided for audit.

Management had not appeared before a Parliamentary Committee.

Response from the Accounting Officer
An updated implementation matrix on prior year audit issues was provided for audit review

6. Budgetary Control and Performance
There was underfunding of Kshs 503,167,808 (or 7%) of the approved budget.

There was an overabsorption of Kshs 2,612.342,500 {or 35 %) of the budget. No approval was
provided for the over-expenditure.

Response from the Accounting Officer

i) The Fund overspent due to three major events, namely the World rally championship,
IAAF World Under 20 Championships and the Tokyo 2020 Olympic Games, which
were to take place in FY 2019720 but were rescheduled to FY 2020/21 because of
Covid 19.

ii) During the Covid pandemic, the budget went up due to additional requirements by the
Ministry of Health on Covid 19 control measures such as Covid 19 vaccinations and

the purchase PPEs.
iif) The Overspending was due to a Presidential Directive. However, he committed to

secking Parliament’s approval before overspending.

Committee observation

The Committee noted that the matter remained unresolved and directed the Chief Executive
Officer to provide documentary evidence of the authorization of the over-expenditure by either
the Board or the Accounting Officer in charge at the time, This will enable the Committee to

make recommendations.
7. Excess Transfers to Government Implementing Agencies
Transfer of Kshs 7,164,648,610 exceeded the actual total revenue.
Response by the Accounting Officer

The Ag Chief Executive Officer responded that the Oversight Board approved the excess
transfers.



The Committee that the matter was addressed satisfactorily.

8. Excess transfers to Sports Organizations
The transfers of Kshs 7,164,648,610 exceeded the actual total revenue of Ksh.
7.010,832,191 resulting to excess transfer of Kshs 153,816,419 or 102% expenditure.

Further, the expenditure of Kshs 7,164,648,610 exceeded the social development threshold
of 60% of the Fund’s apportionment.

Response by the Accounting Officer
The variation was done per the authority given to the Oversight Board by the PFM Sports
Arts and Social Development Fund Regulation, 2018 and Legal Notice No.194 Section HZ).

This was because of the desire of the Fund to meet its obligations to provide financial support
to priority projects.

Committee observation

The Committee observed that the Matter had been addressed satisfactorily.

MIN. NA/AA&SC-SFAC/2023/067: ADJOURNMENT / DATE OF NEXT

MEETING
There being not any other business, the Meeting was adjourned at 02:30 pm. The next

Meeting to be held on 18 April 2023 at 9:30 am.
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HON. FATUMA ZAINAB MOHAMMED, MP
(CHAIRPERSON)
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MINUTES OF THE 18" SITTING OF THE SPECIAL FUND ACCOUNTS COMMITTEE
HELD ON TUESDAY 18" APRIL 2023, IN BOMA HOTEL, NAIROBI, AT 9.30 AM
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PRESENT
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Hon. Fatuma Zainab Mohammed, MP - Chairperson
Hon. Charles Ngusya Nguna, MP

Hon. Erastus Kivasu Nzoka, MP

Hon. Tom Mboya Odege, MP

Hon. Eve Akinyi Obara, MP

Hon. Catherine Nakhabi Omanyo, MP

Hon. Cecilia Asinyen Ngitit, MP

Hon. Joseph Kimutai Cherorot, MP

Hon. Paul Kibichi Biego, MP

APOLOGIES

e

Hon. Dawood Abdul Rahim, HSC, MP - Vice Chairperson
Hon. Faith Wairimu Gitau, MP

Hon. Charles Ngusya Nguna, MP

Hon. Dr. Christine Ombaka Oduor, MP

Hon. Joseph Majimbo Kalasinga,

Hon. Joshua Odongo Oron, MP

Hon. Erick Kahugu Mwangi, MP

IN ATTENDANCE

YOUTH ENTERPRISE DEVELOPMENT FUND

1. Mr. Josiah Moviasi -Chief Executive Officer
2. Ms. Maureen Bosire - Ag, Supply Chain officer
3. Mr. Robert Mururi - Senior Accountant
4. Mr. Benedict Atavachi - Finance Manager
5. Mr. Samuel Kibuti - Credit Manager
6. Mr. Benson Muthendi - Communication Manager

OFFICE OF THE AUDITOR-GENERAL

1. David Osiemo -Auditor/ Parliamentary Liaison Officer
2. Mr. Fredrick Juma -Principal Auditor

3. Linet Bosire -Deputy Director Auditor
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NATIONAL TREASURY

Dr. Jackson Nd'ungu -Liaison Officer

NATIONAL ASSEMBLY SECRETARIAT
1. Mr. Leonard Machira - Senior Clerk Assistant
2. Ms, Comfort Susan Achieng - Clerk Assistant I1I
3. Mr. Silvanus Makau - Clerk Assistant ITI
4. Mr. Robert Ngetich - Fiscal analyst I
5. Ms. Judy Kanyoko - Legal Counsel 1
6. Ms. Bevaline Mosou - Research Assistant [11
7. Ms. Maryam Gabow - Public Communication Officer 11
8. Mr. Peter Mutethia - Audio officer

MIN, NA/AA&SC-SFAC/2023/69: PRELIMINARIES

The Chairperson called the meeting to order at 10.31 am, followed by a word of prayer and
introductions.

The following agenda was adopted as circulated:

a) Preliminaries

b) Prayer

¢) Introductions

d) Examination of the Auditor General Reports of Youth Enterprise
Development Fund for the Financial Years 2018/2019, 2019/2020, 2020/2021
and 2021/2022.

e} Any Other Business

f)  Adjournment Date of the next meeting.

After that, the Chief Executive Officer of Youth Enterprise Development Fund took the witness
oath and tabled the Management responses and supporting documents on the audited accounts of
the Fund for Financial Years 2018/2019, 2019/2020, 2020/2021 and 2021/2022.

MIN. NA/JAA&SC-SFAC/2023/070: CONFIRMATION OF MINUTES

1. Minutes of the Seventh Sitting held on Tuesday, 14™ March 2023, at Members Lounge were
confirmed as a true record of the proceedings having been proposed by Hon. Charles Nguna
Ngusya, HSC, MP and seconded by Hon. Joseph Kimutai Cherorot, MP.

2. Minutes of the Eighth Sitting held on Friday, 17" March 2023 in Hilton Garden Inn were
confirmed as a true record of the proceedings having been proposed by Hon. Tom Mboya
Odege, MP and Seconded by Hon. Paul Kibichi Biego, MP.



3. Minutes of the ninth Sitting held on Saturday 18" March 2023 in Hilton Garden Inn were
confirmed as a true record of the proceedings having been proposed by Hon. Tom Mboya
Odege, MP and Seconded by Hon. Paul Kibichi Biego, MP,

4, Minutes of the Tenth Sitting held on Monday 10™ March 2023 in Hilton Garden Inn were
confirmed as a true record of the proceedings having been proposed by Hon. Tom Mboya
Odege, MP and Seconded by Hon. Paul Kibichi Biego, MP.

MIN. NA/AA&SC-SFAC/2023/071: EXAMINATION OF THE AUDIT REPORTS OF
THE YOUTH ENTERPRISE DEVELOPMENT FUND FOR THE FINANCIAL YEARS
2017/2018

The Commuttee examined the report as follows:

1. Unsupported Cash flow Statements
The basis of the audit opinion was as follows:

Kshs.2,160,330 and Kshs.2,302,953, both totalling Kshs.4,463,283, concerning prior year
adjustment and accumulated depreciation, had not been explained.

In this regard, the accuracy of Cash and Cash equivalents balance of Kshs. 176,921,415 could not
be confirmed.

Response by the Accounting Officer
The Chief Executive Officer explained that Kshs. 2,302,953 related to the correction of overstated

depreciation, and Kshs.2,160,330 relates to various transactions omitted in the year 2017/18

Committee observations
The Committee observed that the matier was unresolved and noted that the Office of Auditor

General received the documents on the previous date and could not verify them.

2. Non- Compliance with IPSAS Accrual Basis of Accounting — Tuck Shops rental
The basis of the audit opinion was as follows:

i) Kshs. 202,075 rental income from the tuck shops was recognized when received and

not when earned.
i) Kshs.4,476,000 was the expected return on 159 tuck shops, but only Kshs. 202,750 was

recognized, resulting in a variance of Kshs.4,273,925.

Response by the Accounting Officer
The Chief Executive Officer explained that the Stalls have been a social enterprise since their

establishment. He further noted that incubation and business development were given to struggling

T
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businesses to enable them to gain traction. He noted that Kshs.202,075 was collected from the
stalls after incubation.

The Chief Executive Officer also stated that Kshs.4,273,925 related to unoccupied tuck shops,
which, if hilled, would have contravened the accruals concept.

Committee observation
The Committee noted that the management of the Fund submitted the responses to the audit issues
to the office of the Auditor—General a day before the meeting; therefore, the latter could not verify

the submissions.

The Committee resolved that the meeting with the Youth Enterprise Development fund be
deferred to Thursday, 27" of April,2023, to allow the auditor General to verify the information.

The proposal to defer the meeting was made by Hon Erastus Kivasu Nzioka MP, and seconded
by Hon. Paul Kibichy Biego,MP,

MIN. NA/AA&SC-SFAC2023/072: ADJOURNMENT
There being no other business, the meeting was adjourned at 12.16 p.m. The next meeting will be

held on Thursday, 20" April 2023, at 9:30 am.
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HON. FATUMA ZAINAB MOHAMMED, MP
(CHAIRPERSON)

SPECIAL FUNDS ACCOUNTS COMMITTEE
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NUTES OF THE 19" SITTING OF THE SPECIAL FUND ACCOUNTS COMMITTEE

HELD ON FRIDAY 28" APRIL 2023, IN TRADE MARK HOTEL, IN KIAMBU AT 9.30
AM

e ——————— e
PRESENT
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Hon. Fatuma Zainab Mohammed, MP - Chairperson

Hon. Dawood Abdul Rahim, HSC, MP - Viee Chairperson
Hon. Charles Ngusya Nguna, MP

Hon. Erastus Kivasu Nzioka, MP

Hon. Tom Mboya Odege, MP

Hon. Dr. Christine Ombaka Oduor, MP

Hon. Eve Akinyi Obara, MP

Hon. Catherine Nakhabi Omanyo, MP

APOLOGIES

1.
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Hon. Faith Wairimu Gitau, MP
Hon. Joseph Majimbo Kalasinga
Hon. Cecilia Asinyen Ngitit, MP
Hon. Joshua Odongo Oron, MP
Hon. Joseph Kimutai Cherorot, MP
Hon. Erick Kahugu Mwangi, , MP
Hon. Paul Kibichi Biego, MP

ATTENDANCE

RATEGIC FOOD RESERVE TRUST FUND

Mr. Kello Harsama - Principal Secretary State Department Crop Development
Mr. John Kariuki -

Mr. Richard Bii

Mr. Wesley Kiplimo

Mr. John Gichumo

Ms. Irene Ndonga - Head of Accounting

Mr. Tobias Osamo

Ms. Charity Muriuki

OFFICE OF THE AUDITOR-GENERAL

. Mr. David Osiemo -Auditor! Liaison Officer
2. Mr. Stephen karamu -Principal Auditor
3. Ms. Anne Maina - Principal Auditor
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NATIONAL ASSEMBLY SECRETARIAT

l. Mr. Leonard Machira - Senior Clerk Assistant
2. Ms, Comfort Susan Achieng - Clerk Assistant 111
3. Mr. Silvanus Makau - Clerk Assistant 1]
4. Mr. Robert Ngetich - Fiscal analysi I
3. Ms. Judy Kanyoko - Legal Counsel |
6. Ms. Bevaline Mosoti - Research Assistant [1]
7. Ms. Maryam Gabow - Public Commumnication Officer 111
8. Mr. Peter Mutethia - Audio officer
MIN. NA/JAA&SC-SFAC/2023/001: PRELIMINARIES

The Chairperson called the meeting to order at 10.31 am. followed by a word of praver and
introductions.

The following agenda was adopted as circulated:

a) Preliminaries

b} Prayer

¢) Introductions

d) Examination of the Auditor General Reports of Strategic Food Reserve Trust Fund
2021/2022.

e} Any Other Business

I} Adjournment Date of the next meeting.

Alter that, Mt. Kello Harsama, Principal Secretary State Department C rop Development. ook the
witness oath and tabled the Management responses and supporting decuments on the audited
accounts of the Strategic Food Reserve Trust Fund for Financial Year 2020/2021.

MIN. NA/AA&SC-SFAC/2023/002:  CONSIDERATION OF THE AUDIT REPORTS OF
THE STRATEGIC FOOD RESERVE TRUST FUND FOR THE FINANCIAL YEAR
2021/2022

Briel on the mandate and scope of the Fund
The Chief Executive Officer briefed the Committee on the Fund’s mandate, seope and slatus.
Examination of the Auditor General reports for the Financial Year 20202021

The Committee examined the Auditor General reports on the Strategic Food Reserve Trust Fund
Fund for the Finaneial Year 202002021 as follows:



1. Unexplained variances between the statements of financial position and changes in net
assels,

The statement of financial position as at 30 June, 2021 reflects balances of Kshs.20,308,437,162

and Kshs.6,841,477,8%0 under accumulated surplus and total net assets and liabilities, which varies

with the statement of changes in net assets related account items balances of Kshs.16,284,725,589

and  Kshs.20,308,437,162, respectively, The resulting respective variances of

Kshs.4,023.711,573.80 and Kshs.13,466,959.272.48 were not explained or analyzed.

Response by the Accounting Officer
The Chief Executive Officer explained that unexplained variances had been corrected in the
revised financial statements for 2020/21.

Committee observations
The Committee noted that the matter had not been resolved as the revised financial statements had
not addressed the variances,

2. Inconsistencies between the statement of comparison of budget and actual amounts and
the statement of financial performance.

The statememt of comparisen of budget and actual amounts reflects the final budget total revenue
figure of Kshs.2,689,496,699. However, there was no budget allocation for the Fund during the
year under review.,

Further, the total actual expenditure for the year of Kshs.9,842,697.213 shown in the same
statement, differs from the total expenditure figure of Kshs.2.078,532,937 reflected in the
statement of financial performance, resulting in an unexplained variance of Kshs. 7,764,164 275.

Response by the Accounting Officer

The Chief Executive Officer explained that the matter had been corrected in the revised financial
statements for 2020/21.

He further noted that the total expenditure of Kshs 2,078,532,937.39 comprised depreciation,
interest expenses and board expenses.

Committee observation

The Committee noted that the matter was still pending as some supporting documents were not
availed by the management.

3. Inaccurate disclosures in the notes to the financial statements
Mote 6 to the financial statements reflects nil revenue on transfers from other Government entities.
which differs from the financial performance figuwre of Kshs. 2 680 496,699 statement.



Further, the statement of financial performance reflects Kshs.2,074.562.537 under interest
expenses. However, there is no disclosure in the notes to the financial statements giving details of
the figure and no verifiable documents were provided for audit to support these expenses,

Response by the Accounting Officer

The Chiel Executive Officer explained that the matter had been corrected in the revised financial
slatements for 2020/21. He noted that the Kshs 2.689.496,699.23 reflecied in the statement of
financial performance was erroneously posted in the SFRT financial statements, and the funds
were received in the state department’s recurrent bank account, not the SFRT bank account.

He further explained that Kshs.2,074,562,537.39 reflected as interest expense, was disclosed under
note 36 —Trade and other payables.

Committee observations
The Committee noted that the matter had not been resolved.

4. Statement of cash flows

The statement of cash flows reflects the comparative year's figures of Kshs.18.287.773.060.,
Kshs.28.281,773,060 and Kshs.4,725,613,502 under net cash Mows from investing activitics, nel
cash flows used in financing activities and net increase/{decrease) in cash and cash equivalents,
which differs from the previous vear's audited financial statements figure of Kshs. 14,500,000, nil,
and Kshs.9,842.697.213, respectively.

Response by the Accounting Officer

The Chief Executive Officer explained that the matter had been corrected in the revised financial
statements lor 2020/21, He noted that the comparatives related to 2018/19 financial statements
instead of 2019/20 financial statements.

Committee ohservations
.. The Committee noted that the maner had been resolved.

5. Unsupported Reecivables from Exchange Transactions

The statement of financial position as at 30 June, 2021 reflects the current portion of receivables
from exchange transactions of Kshs.7,322,21%,136 and as disclosed under Note 29(a) to the
financial statements, This amount includes Kshs 434,996,371, relating to proceeds from the sale
of imported maize by the National Cereals and Produce Board (NCPB). The records on sales of
maize and the validity of the amount of Kshs did not support the sales proceeds.434,996,371 owing
[rom proceeds from the sale of maize could not be confirmed.

In addition, as reported in the previous year, the current portion of receivables from exchange
transactions of Kshs.7.322.218,136 includes other exchange debtors amounting 1o
Kshs.6,865,220,613 relating to receivables from the State Department for Special Programmes,
which has been long outstanding and whose recoverability is doubtful.

i



Response by the Accounting
The Chief Executive Officer explained that the sales records were available at the selling point,
which is the NCPRB,

He noted that the receivable from the special program to SFRTF for Kshs.6,863,220,613.00 arose
from the relief food distribution to affected counties. He explained that the same was fully
supported and acknowledged by the state department for Devolution and ASAL (then).

He further noted that the Internal audit report dated 30th March 2020 confirmed that the SFRTF
board duly authorized the released maize, and the distribution was above board. He explained that
the state Department of Special programmes was not trading but just co-coordinating the relief
activities and didn’t receive exchequer funding.

Committee observation
The Committee noted that the matter had been resolved.

6. Long OQutstanding Receivables from Non-exchange Transactions

The statement of financial position reflects receivables from non-exchange transactions of
Kshs. 700,000,000 and as disclosed under Note 30 to the financial statements. This receivable
arose from a memorandum of understanding signed in 2016 between the Fund and the New
Kenya Cooperative Creameries (KCC).

From the minutes of the meetings of the oversight Board, the Fund resolved to transfer

K.shs. 700,000,000 to New KCC to purchase surplus milk from farmers to establish a strategic
reserve of milk powder. However, although New KCC acknowledged receipt of the funds and
recognized the liability as disclosed in their financial statements, it was not holding any milk
powder stocks on behalf of the Fund as of 30 June, 2021.

Response by the Accounting Officer

The Chiel Executive Officer explained that the powdered milk stock held at Kenya Creameries
Cooperative (KCC) amounting to KShs.700,000,000.00 that was outstanding in the records had
been converted into debi as reflected in the Financial Statements for the year ended 30th June
2021.

He further noted that a letter had been written to the new KCC to refund Kshs. 700 million owed
to SFRTF, which has since been reflected as debts from New KCC.

Committee observation
The Committee noted that the matter had not been resolved.

7. Unsupported Inventories
As reported in the previous year, the statement of financial position reflects the inventories balance

of Kshs.34,802,500 and, as disclosed under Note 31 to the financial statements, which COmprises
o
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consumable stores-maize. However, the inventory balance of Kshs.34.802.500 carried forward
from the previous year was not supported by any verifiable record.

Response by the Accounting Officer
The Chief Executive Officer explained that the documents supporting the carried forward stock
were avallable at NCPB. He noted that NCPB later sold the said maize.

Committee observations
The Committee noted that the matter had not been resolved as no supporting information and
documentation was available.

8. Unsupported Trade and Other Payables
The statement of financial position reflects the trade and other payables balance of
Kshs.1,226,417,747 as disclosed under Note 36 to the financial statements. The balance includes
an amount of Kshs.12,380,355.021 brought forward [rom the previous financial year. which was
not supported by any verifiable records.
Following verification exercises carried out in the month of August and september, 2020 by a
team drawn from the Minisiry of Agriculture, Livestock, Fisheries and Cooperatives, The
National Treasury and Planning and the Executive Office of the President, the verified pending
bills amounted to Kshs.14.454.917,559 including interest on delayed payments. This resulted in
a variance of Kshs.2,074,562,538 between Kshs. 14,454,917.559 and Kshs.12,380,355.021. This
has been disclosed as an interest expense but not supported by verifiable records.

Response by the Accounting Officer

The Chiel Executive Officer explained that the balance of Kshs.12,380,355,021.15 brought
forward from the previous financial year were agency costs {fumigation costs, storage charges,
sales commission, among others) accumulated over time, which was reconciled between NCPB
and SFRT records.

He noted that the verified pending bills amounting to Kshs.14,454,917.558 included interest on
the delayed payments, and the State Department of Crop Development paid the pending bills as
per the detailed analysis provided.

Further, He explained that the payment vouchers were available at the SDCD&AR and had been
verified by the auditor.

He noted that the variance of Kshs.2,074,562.537.69 between Kshs.14,454.917.558.84 and
Kshs.12,380,355,021.15, which had been disclosed as interest expense, was reconciled between
the NCPB and SFRT records.

Committee ohservation
The Committee noted that the matter had not been resolved,



MIN. NAJAA&SC-5FAC/2023/003: ADJOURNMENT
There being no other business, the meeting was adjourned at 12.3p.m. The next meeting will be
held on Friday, 27 April 2023, at 9:30 am.

SIGNED......%?E“T i R DATEH.HIF{.(E:‘: ’S.

HON. FATUMA ZAINAB MOHAMMED, MP
(CHAIRPERSON)

SPECIAL FUNDS ACCOUNTS COMMITTEE






MINUTES OF THE 20" SITTING OF THE SPECIAL FUND ACCOUNTS COMMITTEE
HELD ON THURSDAY 27 APRIL 2023, IN COMMITTEE ROOM 7 MAIN
PARLIAMENT BUILDINGS AT 9.30 AM

PRESENT
|. Hon. Fatuma Zainab Mohammed, MP - Chairperson
Z. Hon. Dawood Abdul Rahim, HSC, MP - Vice Chairperson
3. Hon. Charles Ngusya Nguna, MP
4. Hon. Erastus Kivasu Nzioka, MP
5. Hon. Tom Mboya Odege, MP
6. Hon, . Chrastine Ombaka Oduor, MP
Hon. Eve Akinyi Obara, MP
a. Hone Catherine Nakhabn Omanyo, MP
4. Hon. Joshua Odongo Oron, MP
L0, Hon. Joseph Kimutai Cherorot, MP
|1. Hon. Erick Kahugu Mwangi, MP

AMOLOGIES
. Hon. Faith Wairimu Gitaw, MP
2. Hon. Joseph Majimbo Kalasinga
3. Hon, Cecilia Asinyen Ngitit, MP
4. Hon. Paul Kibichi Biego, MP

IN ATTENDANCE
YOUTH ENTERPRISE DEVELOPMENT FUND

I Mr. Josiah Moviasi -Chiel Executive Officer

2. Mr. Benson Muthendi - Cooperale Communication Manager
3. Ms. Maurcen Bosire - Ag, Supply Chain officer

4. Mr. Robert Murur - Senior Accountant

5. Mr. Benedict Atavachi - Finance Manager

6. Mr. Samuel Kibuti - Credit Manager

OFFICE OF THE AUDITOR-GENERAL

I David Osiemo -Auditor/ Liaison Officer
2. Mr. Fredrick Juma -Principal Auditor
3. Linet Bosire ~Deputy Director Auditor
NATIONAL TREASURY
Dr. Jackson Nd ungu -Liaison Officer
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NATIONAL ASSEMBLY SECRETARIAT
Mr., Leonard Machira - Senior Clerk Assistant
Ms. Comfort Susan Achieng - Clerk Assistant [11
Mr. Silvanus Makau - Clerk Assistant [
Mr. Robert Ngetich - Fiscal analyst TI
. Judy Kanyoko - Legal Counsel |
Ms. Bevaline Mosou - Research Assistant [
Ms. Maryam Gabow - Public Communication Oficer 111
Mr, Peter Mutethia - Audio ollicer

L]

MIN. NA/AA&SC-SFAC/2023/082: FRELIMINARIES

The Chairperson called the meeting to order at 10.35 am. followed by a word of prayer and
introductions.

The following agenda was adopted as circulated:

a) Preliminaries

b) Prayer

¢) Introductions

d) Examination of the Auditor General Reports of Youth Enterprise Development Fund
for the Financial Years 2018/2019, 20019/2020, 2020/2021 and 2021/2022.

e) Any Other Business

) Adjournment Date of the next mecting

Adter that, Josiah Moviasi, Chief Executive officer of Youth Enterprise Development Fund. took
the witness oath and tabled the Management responses and supporting documents on the audited

accounts of Youth Enterprise Development Fund for Financial Years 2018/2019, 20192020,
2020/2021 and 202172022,

MIN. NA/AA&SC-SFAC/2023/083: EXAMINATION OF THE AUDIT REPORTS OF
THE YOUTH ENTERPRISE DEVELOPMENT FUND FOR THE FINANCIAL YEARS
2018/2019, 202002021, AND 20212022

Examination of the Auditor General reports for the Financial Year 2020/2021

The Commitiee examined the Auditor General reports on the Youth Enterprise Development Fund
for the Financial Year 2020/2021 as follows:

1. Unsupported Cash flow Statements
The basis of the audit opinion was as follows:
Kshs.2,160,330 and Kshs.2,302,953, both totalling Kshs.4,463,283, concerning prior vear
adjustment and accumulated depreciation had not been explained.



In this regard. the aceuracy of Cash and Cash equivalents balance of Kshs. 176,921,415 could not
he conlirmed.

Response by the Accounting Officer
The Chiel’ Executive Officer explained that Kshs. 2,302,953 relates to the correction of overstated
depreciation, and Kshs.2, 160,330 relates to various transactions omitted in 2017/18.

Committee observation
I'he Committee also noted that the depreciation schedule, which was the asset register, was not
availed. and therefore. the Auditor could not verify the information.

4. Non- Compliance with IPSAS Acerual Basis of Accounting — Tuck Shops rental
I'he basis of the audit opinion was as follows:
i) Kshs. 202,075 rental income from the tuck shop was recognized when received and not
when earned.
i} Kshs. 4,476,000 was the expected return on 159 tuck shops, but only Kshs. 202,750 was
recognized, resulting in a variance of Kshs.4,273,925.

Response by the Fund Aceounting Officer

Lhe Chiel l=xecutive Officer explained that the Stalls have been running as a social enterprise since
their estabhshment. He turther noted that incubation handholding and business development were
given o siruggling businesses 1o enable them to gain traction.

He noted that the amoumt of Kshs.202,075 was collected from the stall after the period of
incubation that was occupied.

The Chiel Executive Officer also noted that Kshs.4,273,925 related to unoccupied tuck shops,
whieh, il billed. would have contravened the accruals concept,

Committee observaltion
I'he Commitlee noled that the matter had not been resolved.

3. Depletion of Revolving Fund
The utilization of Kshs.1,093,839.342 revolving fund on recurrent expenditure without approval
on reallocation thus depleting the fund thus affecting the sustainability.

Hespunse by the Accounting Officer

Uhe Chiel Executive Officer explained that the Dilference was attributed to acquisition of capital
ussels, other receivables, and reallocation to various programs under Funds mandate.

He Turther noted that the recurrent and development expenditure were lumped together, but every
expenditure was supported by an approved budget.

Commitiee observation

[he Commitiee noted that the matter had not been resolved.

Phe Committee also noted that no supporting documents were provided to the Office of the
Auditor-General.
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4. Statement of Changes in Net Assets
Kshs 5 000,000 change in accumulated fund was not supported.

Response by the Accounting Officer

The Chief Executive Officer explained that the inclusion of Kshs.5,000,000 instead of
Kshs.2,160,330 which appear in notes 20 and 21 was purely erroneous. The Kshs.2,160.330
relates to transactions omutted in vear 2017/18

Committee observations
The Committee noted that the matter had not been resolved.

The Committee also noted that the Fund used a manual asset register during the audit, which had
errors but currently the Fund switched to an automated system

The Committee further noted that no supporting documents were availed 10 the Office of the
Auditor General to solve the error,

5. Accumulated Surplus
K.shs.2,839,675 variance on accumulated deficit balance and Kshs.2,160.330 prior year balances
not explained or reconciled.

Response by the Accounting Officer

The Chief Executive Oflicer explained that the Variance of had been dealt with in the previous
paragraph on statement of change in net assets. He further noted that the fund had aotomied
financial statement production hence no recurrence ol errors going lorward

Committee observations
. The Committee noted that the matter had not been resolved.
ti.  The Committee also noted that the matter was a recurring matter in the previous paragraph.

6. Undisclosed material uncertainty
Deficits t have prevailed over the past five years casting doubt on the continued ability of the fund
to discharge its mandate.

Response by the Accounting Officer
The Chief Executive Officer explained that the Fund had made necessary disclosure in the
subsequent financial reports, Necessary disclosures were made in 2021/22

Committee observations
i.  The Committee noted that the matter had not been resolved.
ii.  The committee noted that Management did not provide the necessary discloses of the yeas
queried.



7. Revenue from Exchange Transactions — Interest and Fees
kahs A1 9302 interest and fees on loans does have accurate information relating to quantity of
loans that gave rise W the reported interest.

Response by the Accounting Officer
The Chiel Executive Officer explained that the schedule of loan, applicable management/

provessing fees was availed.

Commiltee observations
I'he Committee observed that:
i.  The matter had not been partially resolved.
ii.  The Management did provide the schedules showing composition of interest and
management fees of Kshs.41,199.302
. The processing fees direct funding, YESA pre-departure, YESA Home Care do not contain
amount ol loan 1ssued and include amounts above Kshs. 100,000 which appear to be loans
given oul not interest carned.

8. lrregular payment of Commuted Leave for Cash

K.shs. 739,726 was paid as commutation of leave. However;
I [Leave commulation was not approved by the immediate supervisor and the officer
responsible for human resources department.
i, There was an overpayment of Kshs.237,226 resulting from calculation using gross salary
of Kshs.493,150 instead of basic salary of Kshs.333,000.
ii. The pending leave days were not validated by human resources manager hence accuracy
could not be determined.

Response by the Accounting Officer
The Chiel’ Executive OfTicer explained that the commutation was due to non-approval of leave by
the Board Chair,
U the second matter be responded than the memo requesting payment of leave was duly approved
Un the third guery he responded that YEDF human resource policies and procedures manual was
silent on figure o use hence use of gross salary,

He also noted that the Officer had 80 (eighty) accumulated leave days. However, only 45 days
were paid and verified by deputy HR who signed the request for payment.

Commitiee observations
i The Commitiee noted that documentary evidence on the third matter on payment of the
queried officer commutation based on gross salary was not availed.
i.  The commitiee noted that the officer in question was the chief executive Officer who had
was paid based on gross and not on basic salary,
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iii.  Management noted that no effort was made to recover the money.
iv.  The matter remains unresolved.

9. Inadequate Supported Travel Costs
Kshs. 160,000 relating to surrender of imprest issued to various ofTicers not supported by
invitations. attendance register,

Response by the Accounting Officer
The Chief Executive Officer explained that there was need to have proper representation
Conference was for two days and exhibition was for one day.

Committee observations
1. The Committee noted that:

i The invitation was availed bul the atiendance schedules were not avatled

ti.  The atiendance schedules provided were for the Fund and not for the convener of the
conference.

iv.  While the conference was held in Maasai Mara, and the atendance stated that the evem
was held in Kiambu County.

v.  The matter remained unresolved.,

10, Non-Current Assets

10.1 Intangible Assets

The basis of the audit query 1s as follows:

a) Kshs.14,142,652 on Enterprise Resource Planning (ERP) not supported by payment
voucher and procurement documents that were stated 1o be at EACC.

b) Kshs.9.338300 on purchase of hardware was reclassified resuliing understatement of
Kshs, 775,078 (8.3%)

¢} Intangible assets include Kshs2.670.648 acquired in 200415 withoul supporting
documents.

d)  Kshs.6,612,686 for cabling and networking and additions of Kshs. 1,980,000 which do not
qualify as intangible assets.

Response by the Accounting Officer
The Chief Executive Officer stated the following regarding the raised gqueries
a)  Documents of acquisition of ERP were availed to the auditors.
b)  Adjusting entries based on 33.3% not 25% have been done. Entrics made were attached.
¢}  Supporting document for Kshs.2,670,648 were availed during Committee deliberation lor
2016/17 and 2017/18.
d)  Reclassification of entries was affected in 201920

Committee observations
a)  The Committee observed that all the issues noted were still pending,
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b The Committee Turther noted that none of the supporting documents on the queried issues

wes avanled.
1.2 Property, Plant and Equipment

Kshs. 35,983,375 in respect 1o office portion at Lornho house included as assets despite the Fund
ceasing the use ol the oiTices in 2015/16

> oul ol 18 motor vehicles and 105 owt of 210 motorcycle that were grounded due to various
mechanical issues but continue being reflect in the financial statements without provision for
impairment.

Response by the Accounting Officer
The Chief Executive Officer responded as follows:

wd  Fund wrote ofT the partitions afier handing over to Huduma Kenya Secretariat.

b Onthe anomalies raised. the Accounting Officer submitted that:
1) some directors have since returned the tablets:
iy Mobile phones were written back in 15/116; and
) Lost laptops were reported to the police. Printer was compensated by insurance

company (MADISON) at Kshs.56,000

Commiltee observations
I'he Committee noted that:

1. All the issues noted were still pending and the only matter addressed was the
maller on the Lost laptops.
ii. The matter recurred in the previous subsequent year.
. Supporting documents on the queried 18sues were not provided.

11, Investment Property

koshis 32858742 in respeet o investment properly that relate to bus shelters constructed on land
not ewned by the Fund do not qualify as investment property as required by IPSAS 16

Response by the Accounting Officer

I'he Chiel Executive Officer explained that the bus shelters include tuck-shops held for rental
purposes that are constructed on land leased from counly governments. Treatment has since been
adjusted, and depreciation is based on useful life of 14 years,

Committee observation
The Commitiee observed that the matter was addressed satisfactorily.
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12, Trade Debtors
12.1 Unsupported Trade Debtors Balances

Trade debtors balance of Kshs.2.303.216,545 which include impairment charges ol Kshs 60,000,
not supported by detailed listing, detailed ageing analysis and impairment Geure applicd on
revolving fund balance.

Further, trade debtors balance includes unknown and unquantilicd amount ol interesl, penaltics.
and principal both current and long outstanding from financial intermediaries whose recoverabilily
is doubtful.

Response by the Accounting Officer
The Chief Executive Officer explained that the aged. detailed loan analysis was shared with the
auditors in soft copy and the impairment was based on 3% provision.

Committee observation

The Committee noled that the matler was partially addressed as recoveries were nol made.
However, the Committee observed that the management had taken the Financial Intermediaries 1o
contt.

12.2 Loans to Untraceable Welfare Group

Kshs. 150,000 and 500,000 loan disbursed in 2007 1o Cooper Group in Tjara District and Nomad
Welfare in Dujis, respectively have not been traced for purpose of conlirming the owstanding loan
balance and their recoverability.

IResponse by the Accounting Officer
The Chief Executive Officer explained that Funds were disbursed in 2007 and EfTorts were being
made to trace the Institutions was ongoing.

Committee observations

The Committee noted that the matter was still pending.

12.3 Other Exchange Debtors

The basis of the audit query is as follows:

i), Kshs.3,739,667 includes some imprest dating back (o Aupust 2011

). [rregular issue of Kshs.1.994 848 and Kshs 292 800 1o former CEO and Board Charrman
whose recovery is doubtful.

Response by the Accounting Officer
The Chief Executive Officer explained that the Former CEQ and chair were deceased and
requested the committee to consider recommending a write off of the imprest,



Committee observations
The Commitee noted that the matter was still pending,

12.4 Provision of Impairment Allowances

M loan impairment of Kshs. 124,428,960 based on Kshs.2,488,579,198 loan balance which
imcludes unidentified and unsupported loan repayment of Kshs.60,933,693 was not backed by any
previous trend or Fund's policy.

Response by the Accounting Officer
The Chief Executive Officer explained that the approved finance policy provided for 5% provision.

Commitiee observations
I [he Auditor informed the Committee that the matter was addressed satisfactorily.
I Lhe commitiee recommended that going lorward Management should provide approved
and signed manuals from the Board.

12.5 Unsupported Loan Balances
Kshs.180.184.855 owed by Chase Bank not supporied by documents to support the withdrawals.

Response by the Accounting Officer
The Chiel Executive Officer explained that the anti-corruption case arose from a  fraudulent
transler by Chase bank Fund and the Fund instated legal proceeding to recover the funds.

The issue was discussed with the Committee in 2016/17 and 2017/18.

Committee observations
The Committee noted that the matter was still pending.

1 2.0 Defaulis Penalty on Loans to Financial Intermediaries

Ishs, 3UL.350.837 receivable on default on loan from financial intermediaries not supported by
comprehensive ageing analysis despite no settlement of default penalty account being made by
any financial intermediaries.

Response by the Accounting Officer
The Chiel Executive Officer explained that the updated schedule was availed to the auditors and
reminders were sent on outstanding delault penalties.

Commitiee observation

I'he Committee noted that the matter was partly addressed as the schedule of the 52 million was
not availed.
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12, Current Receivables
Kshs. 245,000,000 relating to credit guarantee scheme comprising of advances of Kshs. 95,000,000
to Rafiki Deposit Takinh Microfinance and Kshs. 150,000,000 to Indo Africa Finance have mi
been secured by deeds of guarantee and no provision made despite their recovery being doubilul
bascd on courl cases hetween the Fund and the Inlermediarics.
lssue was discussed with commitiee in previous meeting [or 20016/17 and 2017/ 8

Response by the Accounting Officer

The Chief Executive Officer explained that the Fund had instituted court proceeding., which was
awarded in Funds favour, and was awaiting receipt of the funds.

He further noted that the 3% general provision was made, and copies ol deed guaranlee were
provided.

The issue was discussed by the commiltee in previous meeting [or 20016/17 and 2017/18

Committee observations
The Committee observed that the matter was addressed satisfactorily.

13. Trade Payables
Kshs.5,511,045 relating to 4 contractors that have been owmstanding since 30 Junce 2014 and
Kshs.4,650,750 both totaling Kshs. 10,161,795 outstanding since 30 June 2005 have not heen
settled. Also, Kshs. 1,083,600 and Kshs 4427445 owed o two contractors outstanding sinee o)
June 2014 and a further Kshs. 1,426,800 and Kshs.3.223.950 owed to two contractors oulstanding
since 30 June 2015 have not been settled.

Response by the Accounting Officer
The Chief Executive Officer explained that the Reconciliation had been carried out and correcting
entries made. For suppliers whose amounts were verified, the amounts were pad in FY 202122

Committee observations
The Committee noted that the matier was partly addressed as information on the remaining
creditors who were paid or settled was not provided.

14. Inventorics
The basis of the audit query is as [ollows:
. Valuation of inventories atkshs172, 330,000 am Kshs. 190 cach which is the carrving cost
instead if Kshs.60 which is net realizable value contrary 10 1PSAS |2
ii.  Increase of haicheries in units and value from 906 units (Kshs, 72040000 as at M1 June
2015 to 207 units (Kshs, 172,330,000) as at 30 June 2016 not explained
1. No provision for impairment on slow moving incubators, Further, physical verification
revealed that hatcheries were 886.
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iv.  No storage contract for hatcheries that attract Kshs.1,1153,600 storage cost payable to
Mational Youth Service.

Response by the Accounting Officer
Thie Chiel Executive Oflicer submitted that:
o Fund has since revalued hacheries at lower of cost and net realizable value.
i Hatcheries have since been moved to NYS at no storage cost.
. lssue was discussed with committee in previous meeting for 2016/17 and 2017/18.

Coommittes ohservalions

e Commuittee noted that the matiers were still pending.,

15, Geaeral Expenses
I'he basis of the audit query was as follows:
1}. Ne Appointment letters for tender opening committee.

ii). No opening date indicated on opening minutes and no appointment letters to verify
membership.

ik Prolessional opinion. invoice certified for payment done on the same day. Thus, payment was
made belore service was rendered.

Response by the Accounting Officer
The Chiel Executive Officer submitied that;
.. Procurement procedure was followed as per the Public Procurement and Asset Disposal

Act, 2015,

1 Phe three YEDF officers were picked by the accounting officer to open the quotation
forms. The guotations were opened on the deadline of submission which was on
20506201 8.

. Maximum level for quotation was Kshs.3,000,000.
iv.  The Invoice was acerued in June 2019 but payment was made in September 2019.

Committee observations
The Committee noted that the matters were still pending,

17, Unresolved Prior Year Issues
As disclosed under the progress on follow up of auditor’s recommendations section of the financial
statements. various prior year's audil issues remained unresolved as at 30 June, 2019,

Response by the Accounting Officer

The Chiel Executive Officer noted that the Prior year maiters were discussed by the committee
and was awaiting the oulcome of issues discussed.
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Committee observations
The Commutice noted that the matier was still pending,

Y

MIN. NA/AA&SC-SFAC/2023/084; ADJOURNMENT

There being no other business, the meeting was adjourned at 1.40p.m. The next meeting will be
held on Friday, 27" April 2023, at 9:30 am.

SIGN:*HE“?‘“‘?MH“'II'“G,?}

HON. FATUMA ZAINAB MOHAMMED, MP
(CHAIRPERSON)

SPECIAL FUNDS ACCOUNTS COMMITTEF
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NATIONAL ASSEMBLY SECRETARIAT

. Mr. Leonard Machira - Senior Clerk Assistant
2, Ms. Comfort Susan Achieng - Clerk Assistant 111
3. Mr. Silvanus Makau - Clerk Assistant 171
4. Mr. Robert Ngetich - Fiscal analyst 11
5. Ms. Judy Kanyoko - Legal Counsel |
0. Ms. Bevaline Mosoti - Research Assistant (1]
7. Ms. Maryam Gabow - Public Communication Officer 111
8. Mr. Peter Mutethia - Audio officer
MIN. NAJAA&SC-SFAC/2023/085: PRELIMINARIES

The Chairperson called the meeting to order at 10.45 am, followed by a word of prayer and
introductions. The following agenda was adopted as circulated:;

a) Preliminaries

b) Prayer

¢) Introductions

d) Examination of the Auditor General Reports of Strategic Food Reserve Trust Fund
2021/2022.

¢) Any Other Business

)  Adjournment Date of the next meeting.

After that, Mr. Kello Harsama, Principal Secretary State Depariment Crop Development, took the
witness oath and tabled the Management responses and supporting documents on the audited
accounts of Strategic Food Reserve Trust Fund for Financial Year 2020/2021.

MIN. NAJAA&SC-SFAC/2023/086: CONSIDERATION OF THE AUDIT REPORTS OF
THE STRATEGIC FOOD RESERVE TRUST FUND FOR THE FINANCIAL YEAR
202172022

Brief on the mandate and scope of the Fund

The Chief Executive Officer briefed the Committee on the Fund’s mandate, scope and status.

Examination of the Auditor General reports for the Financial Year 2020/2021
The Commitlee examined the Auditor General reporis on the Strategic Food Reserve Trust Fund
Fund for the Financial Year 2020/2021 as follows:

I. Unexplained variances between the statements of financial position and changes in net
assets.

The statement of financial position as at 30 June, 2021 reflects balances of Kshs.20,308.437,162

and Kshs.6,841,477.890 under accumulated surplus and total net assets and liabilities, which varies

with the statement of changes in net assets related account items balances of Kshs. 1 6,284,725,589

and  Kshs.20,308,437,162, respectively. The resulting respective  variances of

Kshs.4,023,711,573.80 and Kshs.13,466,959,272 48 were not explained or analyzed.
2



Response by the Accounting Officer
The Chiefl Executive Officer explained that unexplained variances had been corrected in the
revised financial statements for 2020/21.

Committee observation
The Committee noted that the matter had not been resolved as the revised financial statements had
not addressed the variances.

2. Inconsistencies between the statement of comparison of budget and actual amounts and
the statement of financial performance,

The statement of comparison of budget and actual amounts reflects the final budget total revenue

figure of Kshs.2,689,496,699. However, there was no budget allocation for the Fund during the

vear under review,

Further, the total actual expenditure for the vear of Kshs.9.842,697.213, shown in the same
statement, differs from the total expenditure figure of Kshs.2,078,532,937 reflected in the
statement of financial performance, resulting in an unexplained variance of Kshs.7,764,164,275.

Response by the Accounting Officer

The Chief Executive Officer explained that the matter had been corrected in the revised financial
statements for 2020/21.

He further noted that the total expenditure of Kshs 2,078,532,937.39 comprised depreciation,
interest expenses and board expenses.

Committee observations
The Committee noted that the matter was still pending as some supporting documents were not
provided.

3. Inaccurate disclosures in the notes to the financial statements

Mote 6 to the inancial statements reflects nil revenue on transfers from other Government entities,
which differs from the financial performance figure of Kshs.2,689 496,699 statement.

Further, the statement of financial performance reflects Kshs.2,074,562,537 under interest
expenses. However, there is no disclosure in the notes to the financial statements giving details of
the figure, and no verifiable documents were provided for audit to support these expenses.

Response by the Accounting Officer

The Chief Executive Officer explained that the matter had been corrected in the revised financial
statements for 2020/21.
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He noted that the Kshs 2,689,496,699.25 reflected in the statement of financial performance was
erroneously posted in the SFRT financial statements, and the funds were received in the state
department’s recurrent bank account, not the SFRT bank account.

He further explained that Kshs.2,074,562,537.39, reflected as interest expense, was disclosed
under note 36 —Trade and other payables.

Committee observation
The Committee noted that the matter had not been resolved.

4. Statement of cash flows

The staterment of cash flows reflects the comparative year's figures of Kshs.18,287,773,060,
Kshs.28,281,773,060 and Kshs.4,725,613,502 under net cash flows from investing activities, net
cash flows used in financing activities and net increase/{decrease) in cash and cash equivalents,
which differs from the previous year's audited financial statements figure of Kshs. 14,500,000, nil,
and Kshs. 9,842,697 213, respectively.

Response by the Accounting Officer

The Chief Executive Officer explained that the matter had been corrected in the revised financial
statements for 2020/21. He noted that the comparatives related 1o 2018/19 financial statements
instead of 2019/20.

Committee observation
The Committee observed that the matter was addressed satisfactorily.

5. Unsupported Receivables from Exchange Transactions

The financial position statement as of 30 June 2021 reflects the current portion of receivables from
exchange transactions of Kshs.7,322,218,136 and as disclosed under Note 29(a) to the financial
statements. This amount includes Kshs.434,996,371, relating to proceeds from the sale of imported
maize by the National Cereals and Produce Board (NCPB). The records on sales of maize and the
validity of the amount of Kshs did not support the sales proceeds.434,996,371 owing from
proceeds from the sale of maize could not be confirmed.

In addition, as reported in the previous year, the current portion of receivables from exchange
transactions of Kshs.7,322.218.136 includes other exchange deblors amounting o
IKshs.6,865,220.613 relating to receivables from the State Department for Special Programmes,
which has been long outstanding and whose recoverability is doubtful.

Response by the Accounting Officer

The Chief Executive Officer explained that the sales records were available at the selling point.
which is the NCPRE,



He noted that the receivable from the Special program to SFRTF for Kshs.6,865,220,613.00 arose
from relief food distribution to different affected counties. He explained that the same was fully
supported and acknowledged by the state department for Devolution and ASAL (then).

He further noted that the Internal audit report dated 30th March 2020 confirmed that the released
of maize was duly authorized by SFRTF board, and the distribution was above board. He explained
that the state Department of Special Programmes was not trading but just co-coordinating the relief
activities and didn’t receive exchequer funding.

Committee observations
The Committee observed that the matter was addressed satisfactorily.

6. Long Outstanding Receivables from Non-exchange Transactions

The statement of financial position reflects receivables from non-exchange transactions of

Kshs. 700,000,000 and as disclosed under Note 30 to the financial statements. This receivable
arose from a memorandum of understanding signed in 2016 between the Fund and the New
Kenya Cooperative Creameries (KCC). From the minutes of meetings of the oversight Board, the
Fund resolved to transfer Kshs. 700,000,000 to New KCC to purchase surplus milk from farmers
to establish a strategic reserve of milk powder. However, although New KCC acknowledged
receipt of the funds and recognized the liability as disclosed in their financial statements, it was
not holding any stocks of milk powder on behalf of the Fund as at 30 June, 2021.

Response by the Accounting Officer

The Chief Executive Officer explained that the powdered milk stock held at Kenya Creameries
Cooperative (KCC) amounting to KShs,700,000,000.00 that has been outstanding in the records
had been converted into debt as reflected in the Financial Statements for the year ended 30th June
2021.

He further noted that a letter had been written to the new KCC to refund Kshs. 700 million owed
to SFRTF, which has since been reflected as debts from New KCC,

Committee observation
The Committee noted that the matter had not been resolved.

7. Unsupported Inventories

As reported in the previous year, the statement of financial position reflects the inventory balance
of Kshs.34,802,500 and, as disclosed under Note 31 to the financial statements, comprise
consumable stores-maize. However, the inventory balance of Kshs.34,802,500 carried forward
from the previous year was not supported by any verifiable record.

Response by the Accounting Officer
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The Chief Executive Officer explained that the documents supporting the carried forward stock
were available at NCPB. He noted that NCPB later sold the said maize.

Committee observation
The Committee noted that the matter had not been resolved as no supporting information and
documentation was provided for verification,

8. Unsupported Trade and Other Payables
The statement of financial position reflects the trade and other payables balance of
Kshs.1,226,417,747 as disclosed under Note 36 to the financial statements. The balance includes
an amount of Kshs.12,380,355,021 brought forward from the previous financial year, which was
not supported by any verifiable records.

Following verification exercises carried out in the month of August and September 2020 by a
team drawn from the Ministry of Agriculture, Livestock, Fisheries and Cooperatives, The
National Treasury and Planning and the Executive Office of the President, the verified pending
bills amounted to Kshs.14.454.917,559 including interest on delayed payments. This resulted in
a variance of Kshs.2,074.562,538 between Kshs.14.454.917.559 and Kshs,12,380,355,021. This
has been disclosed as an interest expense but not supported by verifiable records,

Response by the Accounting Officer
The Chief Executive Officer explained that the balance of Kshs.12,380,355,021.15 from the
previous financial year was agency costs (fumigation costs, storage charges, sales commission,
etc.) that accumulated over time, which was reconciled between NCPB and SFRT records.

He noted that the verified pending bills amounting to Kshs.14.454,917,558 included interest on
the delayed payments, and the State Department of Crop Development paid the pending bills as
per the detailed analysis provided.

Further, He explained that the payment vouchers were available at the SDCD&AR and had been
verified by the auditor.

He noted that the variance of Kshs.2,074,562.537.69 between Kshs.14.454.917.558.84 and
Kshs.12,380,355,021.15, which had been disclosed as interest expense, was reconciled between
the NCPB and SFRT records.

Committee observation
The Committee noted that the matter had not heen resolved,



MIN, NA/AA&SC-SFAC/2023/087: ADJOURNMENT
There being no other business, the meeting was adjourned at 12.3p.m. The next meeting will be
held on Friday, 27" April 2023, at 9:30 am.
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HON. FATUMA ZAINAB MOHAMMED, MP
(CHAIRPERSON)

SPECIAL FUNDS ACCOUNTS COMMITTEE
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APOLOGIES
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7. Mr. MNgei Ntinda -

OFFICE OF THE AUDITOR-GENERAL

1. Mr. David Osiemo -Auditor! Liaison Officer
2. Mr. Stephen Wawery -Principal Auditor

THE NATIONAL TREASURY

Mr. Simon Kiiriba -Liaison Officer

MIN. NAAAESC-SFAC2023/088: PRELIMINARIES

The Chairpersen called the meeting to order at 2.33 pm, followed by a word of prayer and
introductions. The following agenda was adopted as circulated:

a) Preliminaries

b} Prayer

¢) Introductions

d) Examination of the Auditor General Reports of National Research Fund
20092020 and 202172022,

e) Any Other Business

f} Adjournment Date of the next meeting.

After that, Prof Dickson Andala, Chiel Exccutive Officer National Research Fund, took the
witness oath and tabled the Management responses and supporting documents on the audited
accounts of the National Research Fund for the Financial Years 2019/2020 and 2020/2021.

MIN, NAJAA&SC-SFAC/2023/089: EXAMINATION OF THE AUDIT REPORTS OF

THE NATIONAL RESEARCH FUND FOR THE FINANCIAL YEAR 2019/2020 AND
2020/2021

Brief on the mandate and scope of the Fund
The Chief Executive Officer briefed the Committee on the Fund's mandate, scope and status.

Examination of the Auditor General reports for the Financial Year 2019/2020
The Committee examined the Auditor General reports on the National Trust Fund for the Financial
Year 20192020 and 2020/2021 as follows:

1. Unconfirmed Research Program Grants
The statement of financial performance reflects research program grants of Kshs.1,032,477.139,
However, confirmations by the recipients of grants amounting to Kshs.872,989,151 [2019:
Kshs.635,657,943] were not provided for audit verification. Under the circumstances, the accuracy

and validity of the reported balance of Kshs.1,032,477.159 for research program grants could not
be confirmed.



Response by the Fund Administrator

The Chief Executive Officer explained that the grants unacknowledged from the institutions had
been fully acknowledped as per the schedule of copies.

He noted that the grants issued to institutions were acknowledged in time and up to date due to the
monitoring and evaluation committee in place.

Committee observation
The Committee observed that the matter was addressed satisfactorily.

2. Unexplained Adjustments
The statement of financial position reflects a cash and cash equivalents balance of
Kshs, 131,544,510, which was arrived at after an unexplained adjustment of Kshs 41,224,066 in
the financial year 2018/2019. Further, the statement of financial position reflects a payables
balance of Kshs.71,034,553 which was also adjusted by an unexplained amount of
Kshs.39,759,660 in the financial year 20182019,

In addition, the statement of cash flows reflects cash and cash equivalents at the end of year balance
of Kshs.130,188,831 which differs from the balance of Kshs.131,544,510 reflected in the
statement of financial position as at 30 June 2020. The resultant difference of Kshs. 1,355,679 was
not explained or reconciled.

Under the circumstances, the accuracy and validity of the cash and cash equivalents balance of
Kshs.131,544,510 and payables of Kshs.71,034,553 as at 30 June 2020 could not be confirmed.

Response by the Accounting Officer

The Chief Executive Officer explained that the adjustment of Kshs.41,224.066 in the statement of
financial position was a result of reconeiliation, and the payable of Kshs.39,759,660 was also due
to a reconciliation error. He noted that the difference in the cash and cash equivalent of Kshs.
1,355,679 was due to a pre-payment in the financial year 2018/19 that was not recognized

Committee observation
The Committee observed that the matter was addressed satisfactorily.

Other Matter

1. Financial performance
The statement of financial performance as at 30 June, 2020 reflects a deficit of
Kshs. 243,357,001 reducing the accumulated surplus from Kshs, 334,404,494 reported as at 30
June, 2019 to Kshs.91,047.493 as at 30 June, 2020. If strategies are not implemented to reverse
the trend, the Fund will likely face financial challenges soon.



Response by the Accounting Officer

The Chaef Executive Officer explained that the delay of the government exchequer and reduced
budget allocation during the year under Audit alfected expenditure and planned activities. He
noted that the operations were also affected by covid 19 pandemic restrictions, including
lockdown.

Committee observations
i.  The Committee noted that the matter had not been resolved.

.  The committee noted that the matter occurred due 1o a reconciliation error noted by the
Management,

1. Budgetary control and performance

The statement of comparison of budget and actual amounts reflects an approved revenue budget
of Kshs.1,623,037.923 against actual receipts of Kshs.822,718,96] resulting in a deficit of
Kshs. 800,318,962 or 49%. Similarly, the statement reflects an approved expenditure budget of
Kshs.1,623,037,923 against actual spending of Kshs.1,066,075,890 resulting in an under-
expenditure of Kshs. 556,962,033 or 34%. The receipts deficit was attributed to a reduction in
Crovernment grants and subsidies during the vear under review. The underfunding and under-
expenditure affected the planned activities and may have negatively impacted service delivery to
the public.

Response by the Accounting Officer

The Chief Executive Officer explained that reducing government grants and subsidies during the
year affected expenditures and planned activities. He noted that the operations were also affected
by covid 19 pandemic restrictions, including lockdown. However, the budget was now balanced.

Committee observation
The Committee observed that the matter was addressed satisfactorily.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

1. Lack of Substantive Office Holder
The statement of financial position as at 30 June, 2021 reflects the current portion of receivables
from exchange transactions of Kshs.7,322.218.136 and as disclosed under Note 2%a) to the
financial statements. This amount includes Kshs.434,996.371, relating to proceeds from the sale
of imported maize by the National Cereals and Produce Board (NCPB). The records on sales of
maize and the validity of the amount of Kshs did not support the sales proceeds 434,996,371 owing
from proceeds from the sale of maize could not be confirmed.



Response by the Accounting Officer

The Chief Executive Officer explained that the anomaly had been rectified, and the Fund currently
had a substantive Chief Executive Officer and employees recruited in the 2022/2023 financial vear.
He also noted that the segregation of duties was due 1o increased available staff,

Committee observations
i.  The Committee noted that the matter had been partially resolved.

ii.  The Committee noted that Management experienced staffing issues where they were
understaffed.

iii.  The committee noted that currently, management has eleven staff paid by the National
Research Fund, twelve deployed by the Government, and they were expecting two more.
Further, the committee noted with concern that the management staffing manual required
them to have seventy-four, vet they only had eleven staff.

Examination of the Auditor General reports for the Financial Year 2020/2021

I. Unconfirmed Research Programs Grants
The statement of financial performance reflects the research program grants expenditure amount
of Kshs.254, 369,475, as disclosed m Note 10 to the financial statements. The total grant
expenditure includes grants totalling Kshs.248, 990,475 that were confirmed and acknowledged
by the respective recipients leaving an unacknowledged and unconfirmed amount of Kshs.3,
379,000,

In the circumstances, the accuracy of the Un-acknowledge grants of Kshs.5, 379, 000 could not be
confirmed.

Response by the Accounting Officer

The Chief Executive Officer explained that the unacknowledged grants amounting to
Kshs.5,379,000 had since been acknowledged to the tune of Kshs.4,833,240, and currently, the
grants issued to institutions are acknowledged in time and up to date due to monitoring and
evaluation committees in place.

Currently, the grants issued to institutions are acknowledged in time and up to date due to
monitoring and evaluation committees in place.

Commitiee observation
The Committee noted that the matter had not been resolved.

Unsupported Cash and Cash Equivalents Balance

The statement of financial position reflects cash and cash equivalents amount of Kshs.60,106,917,
as disclosed in Note 11 to the financial statements, which includes a balance of Kshs. 11,162,390,
referred to as returned payment of grants.
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However, no supporting documents were provided for the returned payment of grants.
In the circumstances, the accuracy of the cash and cash equivalents balance of Kshs.11,162,390
could not be confirmed.

Response by the Accounting Officer

The Chief Executive Officer explained that an amount of Kshs. 11,162,390 was returned from Moi
University as reflected in the bank statement of KCB on 11/08/2021 and recorded in the cashbook
on 11/08/2021. He noted that the bank statement, extract of the cashbook and Receipt voucher
Number supported this.

Committee observation
The Committee observed that the matter was addressed satisfactorily.

2. Unexplained Adjustments Included in the Payables Balance
The statement of financial position reflects payables amounts of Ksh.15,464,549 that, as
previously reported, is net of an unexplained adjustment of Ksh.39,759,660 passed in the financial
year 2018/2019. In the circumstances, the accuracy of the payables balance of Kshs. 15,464,549
could not be confirmed.

Response by the Fund Administrator
The Chief Executive Officer explained that the adjustment of kshs.41,224,066 in the financial
statement resulted from reconciliation and the payable of Kshs.39.759 660 due to a reconciliation
BITOr.

He noted that the difference in the cash and cash equivalent of Kshs. 1,355,679 was due to a pre-
payment in the financial year 2018/19 that was not recognized.

Committee observations
The Committee observed that the matter was addressed satisfactorily.

Irregular Payments to Board Members

The statement of financial performance and as disclosed in Note 8 to the financial statements,
reflects Board expenses totalling Ksh.8.445244. The Board expenses include a balance of
Ksh. 182,000 paid for a full Board meeting held on 17th July 2020, where three board members
were paid at a rate higher than the approved rate contrary to the Office of the Presidemt Circular
on Guidelines on Terms and Conditions of Service for State Corporations Chief Executive
Officers, Chairmen and Board Members dated 23rd November 2004 which provide a taxable
sitting allowance of up to a maximum of Ksh.20,000 per sitting to chairmen and directors. The
accuracy and validity of the board expense amount of Ksh.182.000 could not be confirmed in the
circumstances,



Response by the Accounting Officer

The Chief Executive Officer explained that the payvment schedule was for Ksh.182,000, He noted
that three board members had attended two meetings and paid net of ksh.30,000 each. while the
other five Board members had attended one meeting and each paid kshs.15,000 net of PAYE at
the rate of 25% on gross.

He noted that One Board Member who was the chair was paid kshs.17,000 for one meeting
comprising kshs. 15,000 for sitting allowance and kshs 2,000 for lunch.
He further explained that the members were paid based on attendance.

Committee observation
The Committee observed that the matter was addressed satisfactorily.

Other Matter

1. Financial performance
The statement of financial performance reflects a deficit of Kshs.31.120,383 for the year resulting
in the depletion of accumulated surplus from Kshs. 91,047,493 reported as at 30 June, 2020 to
Kshs.59 927 110 as at 30 June, 2021.
In the circumstances, the Fund is likely to face financial challenges soon if sirategies are not
implemented to reverse the trend.

Response by the Fund Administrator

The Chief Executive Officer explained that the delay of the government exchequer and reduced
budget allocation during the year under Audit affected expenditure and planned activities. He
noted that the operations were also affected by covid 19 pandemic restrictions, including
lockdown.

Committee observations
The Committee observed that the matter was addressed satisfactorily.

2. Budgetary Control and Performance
The statement of comparison of budget and actual ameunts reflects an approved revenue budget
of Kshs.345.437.923 against actual receipts of Kshs, 303,037,923 resulting in a revenue shortfall
of Kshs.42,400,000 or 12% of the budget. Similarly, the statement reflects an approved
expenditure budget of Kshs.345.437 923 against actual spending of Kshs.334,158,306 resulting in
an under-expenditure of Kshs.11.279,617 or 3% of the budget. The receipts deficit was attributed
to reduced Government grants and subsidies during the vear.

The under-funding and under-expenditure affected the planned activities of the Fund and
negatively impacted service delivery to the public.
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Response by the Accounting Officer

The Chief Executive Officer explained that reducing government grants and subsidies during the
year affected expenditures and planned activities. He also noted that the operations were affected
by covid 19 pandemic restrictions, including lockdown, However, the budget is now balanced.

Committee observations
The Committee observed that the matter was addressed satisfactorily.

3. Unresolved prior-year issues
In the previous year's audit report, several paragraphs were raised under the Report on Financial
Statements and the Report on Effectiveness of Internal Controls, Risk Management and
Governance. However, Management has not resolved the issues as required or given any
explanation for the failure to adhere to the provisions of the Public Sector Accounting Standards
Board template.

Response by the Accounting Officer

The Chief Executive Officer explained that the matter had been resolved by appointing the Board
of Trustees who manage the Fund operations. He also noted that the Risk management issue had
been addressed by employing an internal auditor,

He further noted that the Fund has an operational monetary and evaluation committee monitors
and evaluates grants received and issued to institutions for research.

Committee observation
The Committee observed that the matter was addressed satisfactorily.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC
RESOURCES
1. Lack of substantive Board Chairperson

Dunng the year under review, the Fund operated without a Board Chairperson contrary to Section
32(4) of the Science, Technology, and Innovation Act, 2013, which states that the Fund shall be
managed by a Board of Trustees which shall consist of nine members 1o be appointed by the
Cabinet Secretary. The Chairperson is a person with knowledge and experience in matters related
to finance, investment, and fundraising. The Board was, therefore, not properly constituted due to
a delay in appointing a substantive Chairperson, which may have affected the deliberations and
decisions by the Board. In the circumstances, the Fund operated in breach of the law.



Response by the Fund Administrator

The Chiel Executive Officer explained that they acknowledged that there was no substantive board
chair during the audit and that some of the board members’ terms had expired.

He further noted that they have a Board of Trustees and a chairperson appointed on 13 July 2022,

Committee observations
i. The Committee noted that the matter was partially resolved.
ii. The Committee also noted that Management breached the law.

2. Unapproved Extra Board and Committee Meetings

A review of records revealed that the Fund paid for ten (10) full Board meetings and eight ()
Finance and Administration Committees’ meetings which exceeded the stipulated maximum
number of six (6) meetings in a financial year as provided in OP circular reference OP/CAB.9/1A
dated 11 March 2020.

No approval from the parent Ministry Cabinet Secretary was provided contrary to Paragraph A (3)
of the circular, which states that approval for any extra board meetings (including special board
meetings) above the maximum number specified shall require a justification by the Board as to the
source of funds, and implications thereof, and reasons why the same cannot be adjudicated in
regular meetings, which request shall be submitted for approval by the relevant Cabinet Secretary,
in consultation with SCAC. In the circumstances, Management was in breach of the guidelines.

Response by the Accounting Officer

The Chief Executive Officer explained that it was true that unapproved extra board and committee
meetings wete paid for during the financial year. He further noted that during this period, the Board
of Trustees was involved in the recruitment process. This was an oversight by management.
However, this will not be repeated.

Committee observations
i. The Committee noted that the matter was partially resolved.
ii. The Committee noted that Management breached the law in the matter.

REPORT ON THE EFFECTIVENESS OF INTERNAL CONTROLS, RISK
MANAGEMENT, AND GOVERNANCE
1. Lack of Substantive Office Holder

The statement of financial position as at 30 June, 2021 reflects the current portion of receivables
from exchange transactions of Kshs.7,322,218.136 and as disclosed under Note 29(a) to the
financial statements,
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Included in this amount is Kshs.434,996 371 relating to proceeds from the sale of imported maize
by the National Cereals and Produce Board (NCPB). The records on sales ol maize and the validity
of the amount of Kshs did not support the sales proceeds. 434,996,371 owing from proceeds from
the sale of maize could not be confirmed.

Response by the Accounting Officer
The Chiel Executive Officer explained that the anomaly had been rectified and the Fund currently
had a substantive Chief Executive Officer and employees recruited in the 2022/2023 financial year.
He also noted that the segregation of duties was due 1o increased available staff.
Committee observations
1.  The Committee noted that the matter had been partially resolved.
1. The management experienced staffing issues where they were understaffed.
1. The management has eleven staff paid by NRF, twelve deployed by the Government, and
they were expecung two more. Further, the committee noted with concern that the
management staffing manual required them to have seventy-four, yet they only had eleven.

MIN, NAJAA&SC-SFAC/2023/090; ADJOURNMENT
There being no other business, the meeting was adjoumed at 4.23pm. The next meeting will be
held on Saturday, 29™ April 2023. at 9.30 am.

SIGI‘IEDE‘*‘-’“L"L—*‘DAIL;“’K#FIQ’E
HON. FATUMA ZAINAB MOHAMMED, MP

(CHAIRPERSON)
SPECIAL FUNDS ACCOUNTS COMMITTEE
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NATIONAL TREASURY
Mir. Simon Kiriiba - Liaison OMTicer

MIN. NAJAA&SC-SFAC2023/091: PRELIMINARIES

The Chairperson called the meeting to order at 2.43pm. followed by a word of prayer and
introductions.

The lollowing agenda was adopted as circulated:

a) Preliminaries

b} Prayer

¢) Introductions

d) Examination of Reports of the Auditor General on Accounts of the Youth
Enterprise Development Fund for the Financial Years 2019/2020 and
2020/2021.

&) Any Other Business

f}  Adjournment Date of the next meeting,

After that, the Chief Executive OfTicer, Youth Enterprise Development Fund, took the witness
oath and tabled the Management responses and supporting documents on the audited accounts
of the Fund for Financial Years 2019/2020 and 2020/2021.

MIN. NAJAA&SC-SFAC/2023/092:  CONSIDERATION OF THE AUDIT REPORTS
OF THE YOUTH ENTERPRISE DEVELOPMENT FUND FOR THE FINANCIAL
YEARS 2019/2020 AND 2020/2021.

Examination of the Anditor General reports for the Financial Year 2019/2020

1. Undisclosed material uncertainty
The Fund continued to register dismal performance where the statement of lnancial
performance reflected a deficit of Kshs.42, 663,881 (2019-deficit of Kshs. 163, 200,489}, a
situation the Fund had prevailed over the past five years.

Response from the Fund Manager,
The accounting officer informed the Committee that adequate measures were being taken to
reverse the trend resulting te reduction of deficit. Disclosures were made in 2020421,
However, the following concerns were raised by the Members:

Measures taken to improve performance of the Fund
The Accounting officer informed the committee that they had taken the following steps.
* Working in partnership with Government Agencies in its programs to mitigate on
cost.
= Restructuring of the Fund in an aim to reduce expenditure.

Reasons for the CEO coming back to the Fund
The Chief Executive Officer informed the committee that he came back to specifically serve
the Youth of Kenya.



The Auditor informed the Committee that the matter had not been addressed.

2. Errors in Financial statements —~ Unsupported Statement of Cash Mows.
The statement of cash flows reflected a closing cash and cash equivalents balance of Kshs.306,
863,299, However, the balance included an unexplained prior vear adjustment of Kshs.84, 855
under operating profit before working capital changes,

Response from the Fund Manager.

The accounting officer informed the Committee that Kshs 84, 855 related to expenditures not
captured in prior year.

However, the Committee raised the following queries:

Failure to avail supporting documents.

The Fund manager informed the committes that the docurments were held in remote areas of
in Machakos Archives and they had no time to retrieve them.

The Accounting Officer committed to submir the docwments in fourteen days.

Digitization
The Fund manager informed the committee that the Fund was close to meeting the required
standards and full automation.

The Auditer informed the Conunittee Shat the matier had pot been addressed.,

3. Receivable from Non-Exchange Transactions
An amount of Kshs.951,593 relating to rent deposit on premises vacated by the Fund in 2017
had not been recovered.

Response from the Fund Manager
The accounting officer informed the Committee that the Summary status of deposits as
" tabulated showed that the fund was expecting to recover the funds in the course of the vear.

The committee raised the following queries:

Documentary evidence on following up the money.

The Fund manager informed the committee that they had written letters to the Land lords and
also sent field officers to follow up.

Deadline for closing the books.
The Accounting officer informed the committee that they will close the books by the end of
June 2023,

The Awditor informed the Committee that the maitter had not been addressed.

4. Tuck Shops Rental Income
There was Kshs.916,500 understatement of tuck shop rental income.
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Response from the Fund Manager

The accounting officer informed the Committee that the Stalls were running social enterprises
incubation hand-holding were given to struggling businesses to enable them to gain traction
An amount of Kshs. 1,999,500 was realized from the stall afier the period of incubation that
were occupicd.

The committee raised the following questions:

Repayments

The Fund manager informed the Committee that the repayment rate was above 64% and that
they trained applicants before disbursements to mitigate on loan defaulting.

Interest rates

The Accounting officer informed the committee that they don’t charge interest on group
loans but they charge a management fee of 5%,

For the individual loans, the interest was 6% on a reducing balance.

The Awditor informed the Committee that the matter had not been addressed.

5. Unauthorized Utilization of Revolving Funds
There was Kshs,1,082,504,034 utilization of revolving [und 1o linance revolving fund
without reallocation approvals.

Response from the Fund Manager

The accounting officer informed the Committee that budgets were prepared and approved by
Board and National Treasury. The development budget contains two component loans
disbursement and capital expenditure funded by grants from the Government of Kenva, The
amount above was spent based on the approved budget. The distinction was not made

between revolving and capital accounts. Adjusting figures for entries were made in FY 2021-
22

The Auditor informed the Committee that the matter ad not been addressed.

6. Property Plant and Equipment
1). There was no revaluation of Kshs,50,733,824 assets for a long time
1i). There was 8.3% understatement due to use incorrect depreciation rate.

Response from the Fund Manager
The aceounting officer informed the Committee that Re-valuation was not done due to
financial constraints and adjusting entries were based on 33.3% not 25%.

The Auditor informed the Commitiee that the matter had been adidressed,

7. Investment Property
Kshs.30,189.970 bus shelters constructed on land not owned by the Fund do not qualify as an
investment property as required by IPSAS 16.



Response from the Fund Manager

The accounting officer informed the Committee that the matter was discussed under query
no. 11 in FY 2018/19 and as per evidence provided in response of 2018/19 the classification
was justified.

The Auditor informed the Commitiee that the matter had been addressed.

8. Unsupported Trade Debtors Balance
Kshs.2,574,240,570 was not supported by detailed listing of debtors and ageing analysis.

Response from the Fund Manager
The accounting officer informed the Committee that aged detailed loan analysis was shared
in soft copy and Impairment was based on 3% provision.

The Auditor informed the Comumittee that the matter had been addressed,

9. (ther Exchange Debtors
Irregular issue of Kshs1,994,848 and Kshs.292.800 to former CEQ and Board Chairman
whose recovery was doubtful,

Response from the Fund Manager
The accounting officer informed the Committee that the matter was discussed under query
no. 12.3 in FY 2018/19,

The Auditor informed the Committee that the matier had been addressed,

10, Provision of Impairment Allowance
Kshs.2,785,818,410 impairment allowance was not backed by any rate or policy.

Response from the Fund Manager
The accounting officer informed the Committee that the matter was discussed under query
no. 12.4 in FY 2018/19,

The Auditor informed the Conmiitee that the matter had been addressed,

11. Unsupported Loan Balances
Kshs. 180,184,855 owed by Chase Bank had not been supported by documents to support the
withdrawals,

Response from the Fund Manager

The accounting officer informed the Committee that the matter was discussed under query
no. 12.4 in FY 2018/19.

The Accounting officer informed the committee that this matter was purely a fraud and a case
filed against that led to the accused being sentenced to 27 years in prison,

He further informed the committee that the Auditor General had advised the management to

consider writing off the matter.
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The Aunditor informed the Committee that the matter had not been addressed.

12, Unsupported Interest on Investment
1. An amount of Kshs.1,632,801 was not supported by a list of deposits held and approval
of the deposits.
il.  Basis of interest calculation by the bank was not provided

Response from the Fund Manager

The accounting officer informed the Committee that the Fund does not invest in any financial
institution. Interest was earned on the bank balance during the year that was calculated based
on interest at the time and there was no agreement as far as interest was concerned.

The Auditor informed the Committee that the matter had been addressed.
13. Long Outstanding Trade Payables

An amount of Kshs.5,511,045 was outstanding since 30 June 2014 and Kshs.4.650,750 both
totaling Kshs, 10,161,795 outstanding since 30 June 2015 and had not been settled.

Response from the Fund Manager
The matter was discussed under query no, 14 in FY 2018/19.

The commitiee requested the accounting officer to avail the writing off documents within
Sowrteen aays.

The Auditor informed the Commitiee that the marter was partly addressed because no
supparting docuwments on writing off were provided.

14. Revaluation of Inventories
There was & Valuation of inventories at Kshs172,330,000 at Kshs. 190 each which was the
carrying cost instead if Kshs.60 which was net realizable value contrary to [PSAS 12,

Response from the Fund Manager
The accounting officer informed the Committee that the matter was discussed under query
. 15 FY 2018/19 made in FY 2021/22,

The Auditor informed the Committee that the matter had been addressed.
15, Unresolved Prior Year 1ssucs

Various prior-year audit issues remained unresolved as at 30 June 2019

Response from the Fund Manager

The accounting officer informed the Committee that they had not been invited to appear
before the committee to discuss and resolve issues.

The Fund manager informed the committee that the new Board had made a resolution to
dispose of the hatcheries in the [irst quarter of 2023,

The Awditor informed the Commirttee that the matter had not been addressed.



16. Procurement of Legal Services

Use of request for quotation method for contract sum above the threshold of Kshs.1,000,000
to procure a legal consultant who was paid Kshs.6,737,000 paid legal fees (30% of contract
sum) to recover Kshs, 180,000,000,

The award was not supported by professional opinion and approved by the accounting
officer.

Response from the Fund Manager

The accounting officer informed the Committee that the Bidders were invited from
prequalified list of legal service providers. Further according to civil suit no, 499 of 2010
Thiong'o and 81 others vs Municipal Council of Kiambu legal services needed not to
undergo procurement process. Professional opinion was attached.

Commitiee observation

The Committee that the matter was partly addressed because approved Prequalified list of
service providers showing selection was done but the list not provided.

17. General Expenses

i). Mo date was indicated in the opening minutes and appointment letter for the tender
opening committee;

i), There was Payment for legal services before offering of services since the professional
opinion was approved, the invoice was issued, the contract was signed, and payment made
on the same day; and

ii}. Document to support the appointed tender evaluation committee was not provided.

Response from the Fund Manager

The accounting officer informed the Committee that the matter was discussed under query
na. 16 in FY 2018/19 made in FY 2021/22.

Committee observation
The Commitiee noted that the matter had been addressed.,

18. Intangible Assels

i}. Mo justification was given for using restricted tendering method when procuring
Enterprise Resource Planning (ERP).

if). Only on out of 33 modules were implemented as at the time of audit despite project
implementation period of 12 months.

ti1). Project has delayed for three (3) years yet extension was not provided by management

iv). Contract was signed without professional opinion from head of procurement unit

v). Evidence on confirmation on notification in writing to unsuccessful bidders was not
provided

Response from the Accounting Officer

The Accounting Officer informed the Committee that the:
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i). Restricted tendering method used was approved by Board, Microsoll owners of the
software gave a list of service providers for its approved dealers. The method was
approved by Board and the procurement process was duly followed.

i1). Period was 3 years with provision for post-implementation support. The supplier had
since completed the modules,

i) Extension was granted.

iv). Copy of the professional opinion was attached

v}, Notification letiers were attached.

The Accounting officer was instructed to avail the documents within fourteen days.

The Committee noted that the matter was partly addressed because no documents on
extension were provided,

19. Grounded Motor Vehicles and Motoreyeles
& out of 18 motor vehicles and 105 out of 210 motorcycles were grounded due to various
mechanical issues.

Response from the Accounting Officer

Management had continued to engage with the office of the Head of Public Service secking
authorization to dispose of assets in vain.

However, Members raised the following concern:

Movement of Officers.

The Fund Manager informed the Commitiee that they had serviced 35 motorbikes and they
were intending to service |5 more motorbikes in the next financial vear to cover all the
Ccountias,

Committes ohservation
The Committee observed that the matler had nol been addressed.

MIN. NA/AA&SC-SFAC/2023/093: ADJOURNMENT
There being no any other business, the Meeting was adjourned at 12:30 pm, The next meeting
to be held at on Saturday 29" April, 2023 at 2.30 pm.
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HON. FATUMA ZAINAB MOHAMMED, MP
(CHATRPERSON)

SPECIAL FUNDS ACCOUNTS COMMITTEE



MINUTES OF THE 24™ SITTING OF THE SPECIAL FUND ACCOUNTS
COMMITTEE HELD ON SATURDAY 2971 APRIL 2023, IN VILLAGE MARKET,
TRADEMARK HOTEL AT 2.30 AM.
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I. Hon. Fatuma Zainab Mohammed, MP - Chairperson
Hon. Dawood Abdul Rahim, HSC, MP - Viee Chairperson
Hon, Charles Ngusva Nguna, MP
Hon. Erastus Kivasu Nzioka, MP
Hon. Tom Mboya Odege, MP
Hon. Catherine Nakhabi Omanyo, MP
Hon. Joseph Kimutai Cherorot, MP
Hen. Dr. Christine Ombaka Oduor, MP
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1. Hon. Faith Wairimu Gitau, MP
2. Hon. Joseph Majimbo Kalasinga,
3. Hon. Joshua Odongo Qron, MP
4. Hon. Erick Kahugu Mwangi, MP
5. Hon. Cecilia Asinyen Ngitit, MP
6. Hon. Paul Kibichi Biego, MP
¥, Hon. Eve Akinyi Otbara, MP

NATIONAL ASSEMBLY SECRETARIAT

1. Mrs. Florence Abonyo - Director Audit Appropriations $Other
Select Committees

2. Mr. Leonard Machira - Senior Clerk Assistant

3. Ms. Comfort Susan Achieng - Clerk Assistant [11

4. Mr. Silvanus Makau - Clerk Assistant [l1

3, Mr. Robert Ngetich - Fiscal analyst 11

6. Ms. Judy Kanyoko - Legal Counsel |

7. Ms. Bevaline Mosoti - Rescarch Assistant (11

8. Mr. Geofrey Kwatemba - Media Relations Officer

9. Mr. Peter Mutethia - Audio officer

10. Mr. Kenneth Waweru - Office Assistant 11
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YOUTH ENTERPRISE DEVELOPMENT FUND
Mr. Josiah Moriasi ! Chief Executive Officer
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2. Ms. Maureen Bosire - Ag, Supply Chain officer
3, Mr, Robert Mururi - Senior Accountant
4. Mr. Benedict Atavachi - Finance Manager
3. Mr, Daniel Mathenge - YEDF 5CIO
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OFFICE OF THE AUDITOR-GENERAL

. David Osiemo - Auditor/ Liaison Officer
2. Mr, Fredrick Juma - Principal Auditor

3. Linet Bosire - Deputy Director Auditor
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NATIONAL TREASURY
. Br. Simon Kiriiba - Lauason OiTicer

MIN. NA/AA&SC-SFAC/2023/094: PRELIMINARIES

The Chairperson called the meeting to order at 2.43pm, followed by a word of prayer and
introductions.

The following agenda was adopted as circulated:

a) Preliminaries

b) Prayer

¢} Introductions

d} Examination of Reports of the Auditor General on Accounts of the Youth
Enterprise Development Fund for the Financial Years 20092020 and
2020/2021.

e) Any Other Business

) Adjournment Date of the next meeting

MIN. NA/AA&SC-SFAC/2023/095: CONSIDERATION OF THE AUDIT REPORTS
OF THE YOUTH ENTERPRISE DEVELOPMENT FUND FOR THE FINANCIAL
YEAR 2020/2021.

Examination of the Auditor General reports for the Financial Year 202072021

1. Unexplained Revolving Fund Variance
There was an unexplained variance of Kshs. 89,224,628 emanating from a Development Fund
of Kshs.1,083,926,194 and Kshs. 994,701,566,

Response from the Accounting Officer

The Accounting officer informed the committee that The Board and National Treasury
prepared and approved Budgets. The development budget contains two components: loans
dishursement and capital expenditure funded by grants from the Government. The amount

above was spent based on the approved budget. Adjusting figures for entries were made in
FY 2021-22.

Commiites obscrvalions

a) The Committee observed that the matter was partially addressed.
b} The Committee requested the Fund Manager to provide the required information on
the balances to resolve the issue,

1. Unconfirmed Receivables from Exchange Transactions
i). Kshs.2,503,233 includes some imprest dating back to August 2011

it). There was an irregular issue of Kshs. 1,994,848 and Kshs.292,800 to the former CEOQ and
Board Chairman, whose recovery was doubtful:



iii). Kshs.92,281,098 described as a loan repaid unidentified had not been supported by
documents indicating the date, transaction number and amount received;

1¥). Kshs. 180,184,865 was not supported by documentary evidence; and

v). Mo ageing analysis to determine the period the receivable had been outstanding.

Response from the Accounting Officer
The Accounting Officer submitted that:

i). The Fund continued to pursue recovery of the amounts.

i1). The two were deceased; a court ruling could not allow recovery from final dues. The
committee was requested to consider approving the write-off. Full provision made in
2021-22

iii}). Make up of Kshs.92,281,698 had been prepared. Make-up was prepared and provided
to the auditors,

v}, Kshs. 180,184,165 represented fraudulent withdrawal from a fixed account, A civil
case on recovery was before the court.

v). Apged debtors’ analysis had been prepared and availed to auditors.

Commitiee observation
The Committee observed that the matter had not been addressed.

3. Doubtful Recovery of Receivables from Non-Exchange Transactions
Kshs.951,593 rental deposit for premised vacated in 2017 had not been recovered, and no
provision for bad and doubtful debt had been made.

Response by the Accounting Officer
The Accounting officer informed the committee that a Summary status of deposits, as
tabulated, showed the fund was expected 1o recover Kshs.378,500 during the year.

Committee observation

The Committes observed that the matter had not been addressed,

4. Unsupported interest from Direct Loan Funding
Kshs. 38,270,003 loans repaid as interest from direct funding were not supported by the
schedule showing interest rates used and how the balance covering two accounting periods
was appropriated.

Response by the Accounting Officer
The Accounting officer informed the committee that Computation of interest had been
availed to the auditors.

Committec observation
The Committee observed that the matter had been addressed.

3. Going Concern of the Fund.
The fund had been reporting losses over several years which had eroded capital invested in
revolving fund casting doubt on continued ability of fund to discharge its mandate.
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Response from the Accounting
Fund had a deficit, bul this had continued to decrease (Kshs. 11,625.570 in 2020¢/21 from
42,663,881 (2020/21). IF sustained the Fund will come back to growth.

Committee observation
The Committee noted that the matter had not been addressed.

6. Unbalanced budget
The Budget was not balanced by Kshs, 1,200,000,

Response from the Accounting Officer
The Accounting officer informed the Committee that:
& The total revenue and expenditure were equal.
* The Kshs.1,200,000 was surplus in recurrent grant proposed for funding capital
expenditure.

Committee observalion
The Committee noted that the matter had been addressed

7. Long Outstanding Payables
Cutstanding balance of Kshs. 10,161,793 comprising of Kshs.5,511,045 and Kshs.4,650,750
which had been outstanding since 30 June 2014 and 30 June 2015.

Response by the Accounting Officer
Reconciliation had not been carried out, For suppliers whose amounts were verified. the
amounts were paid in FY 2021/22,

Committee observation
The Committee noted that the matter had not been addressed.

8. Incomplete Fixed Assets Register
Critical information such as location of asset, assets number and serial numbers were not
included in the assets register.

Response from the Fund Manager
The Accounting officer informed the committee that the Revaluation was carried out in
2021/22 and an updated register was now available.

The Committee noted that the matter had not been addressed.

9. Grounded Motor Vehicles and Motorcycles
| 8 motor vehicles and 210 motoreycles that were grounded continued to deteriorate in value.

Response from the Fund Manager
No response from head of Public Service since & March 2018 on request for dispozal of 6

motor vehicles and 175 motorcycle that were grounded due to various mechanical issues

Committee observation



The Committee noted that the matter had not been addressed,

The Committee advised the management Fund to seek approval for disposal of the grounded
vehicles,

MIN. NA/AA&SC-SFAC/2023/096: ADJOURNMENT
There being no any other business, the Meeting was adjourned at 4:30 pm. The next meeting

to be held at on 4" May, 2023 at 3.30 pm.
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HON. FATUMA ZAINAB MOHAMMED, MP

(CHAIRPERSON)
SPECIAL FUNDS ACCOUNTS COMMITTEE
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MINUTES OF THE 32¥' SITTING OF THE SPECIAL FUND ACCOUNTS
COMMITTEE HELD ON FRIDAY 6™ MAY 2023, IN MEDIA CENTER, MAIN
PARLIAMENT BUILDINGS, AT 9.30 PM
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MIN. NA/AA&SC-SFAC/2023/085: PRELIMINARIES

The Chairperson called the meeting to order at 9.30 am, followed by a word of prayer and
introductions. The following agenda was adopted as circulated:

a) Preliminaries

b) Prayer

¢) Introductions

d) Adoption of the first Committee Report
e) Any Other Business

f) Adjournment Date of the next meeting,

MIN. NA/AA&SC-SFAC2023/086: ADOPTION OF THE FIRST COMMITTEE
REPORT

The Committee unanimously adopted the first report of Committee on the consideration of the
audited financial statements for:

1) Women Enterprise Fund for the financial years 2018/2019, 2019/2020 and 20220/2021.
2) Coffee Cherry Advance Revolving Fund for the financial years 2019/2020 and

2020/2021.

1) Strategic Food Reserve Trust Fund for the financial year 20202021,

4) Equalization Fund for the financial year 2020/21.

5) National Youth Service — Mechanical and Transport Fund for the financial year
202072021,

6) National Research Fund for the financial years 2019/2020 and 2020 /2021,

7) Youth Enterprise Development Fund for the financial years 2018/2019, 2019/2020 and

2020/2021.
8) Uwezo Fund for the financial years 2018/2019, 2019/2020 and 2020/2021.
9) Civil Servants Housing Scheme Fund for the financial years 2020/2021 and 2021/2022.

The Hon. Erastus Kivasu Nzioka proposed and Hon. Charles Nguna Ngusya seconded the
proposal.

MIN. NA/AA&SC-SFAC/2023/086: ANY OTHER BUSINESS

The Chairperson informed the Committee that the Committee together with other audit
Committees of the National Assembly will host a delegation from Zambia comprising of
Honorable members Public Accounts Committee on the 13™ of June 2023 at Main Chambers,

Parliament.

He also updated the members on the programme for the meeting
2



MIN. NA/AA&SC-SFAC/2023/087: ADJOURNMENT
There being no other business, the meeting was adjourned at 12.30p.m. The next meeting will be
held on Thursday, 8" June 2023 at 9:30 am.
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HON. FATUMA ZAINAB MOHAMMED, MP
(CHAIRPERSON)

SPECIAL FUNDS ACCOUNTS COMMITTEE






